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THE  LNCORPORATION  OF  CLEARING 
LAW  FOR  THE  PROTECTION  OF 


HOUSES  UNDER  FEDERAL 
COMMERCIAL  CREDIT. 


Committee  on  Banking  and  Cuekency, 

Washington,  I).  C.,  Wednesday,  April  13, 1898. 

The  committee  met  at  10.30  a.  m.,  Hon.  Joseph  H.  Walker  in  the 

Cll&TI* 

Present:  Messrs.  Walker,  Johnson,  Van  Voorhis,  McCTeary,  Fowler, 
Spalding,  Hill,  Southwick,  Prince,  Mitchell,  Capron,  Cox,  and  Ermen- 
tront. 

Theodore  Gilman,  esq.,  a banker  of  New  York  City,  appeared  before 
the  committee  in  advocacy  and  explanation  of  the  bill  H.  P.  9279. 

[Bill  H.  11.  9279,  Fifty  fiftli  Cougress,  second  session.] 

In  the  House  of  Kepreseiitatives,  March  17,  1898.  Mr.  Bartholdt  (by  request)  intro- 
duced the  following  bill ; Avhich  was  referred  to  the  Committee  on  Banking  and 

Currency  and  ordered  to  be  jiriuted. 

A BILL  to  }H'otect  and  snpijort  commercial  credit,  to  equalize  rales  of  )nterest.  to  provide  for  the  incor* 
poration  of  clearing  houses,  to  regulate  and  define  their  operations,  to  provide  a clearing-house 
rency  secured  by  pledge  of  commercial  assets  and  the  responsibility  ot  the  associated  banks,  and  to 
provide  for  the  circulation  and  redemption  thereof. 

lie  it  enacted  hij  the  Senate  and  House  of  liepresentatires  of  the  United  States  of  America 
in  Congress  assembled^  That  associations,  to  be  known  as  clearing  houses,  for  the  set- 
tlement of  money  transactions  by  etl'ecting  clearances  between  Ijanks,  and  for  doing 
other  business  for  and  between  banks  not  inconsistent  with  the  provisions  of  this  act, 
may  be  formed  by  any  number  of  banks  not  less  than  live  duly  incori>orated,  either 
under  the  national  currency  act  or  under  the  laws  of  any  State  or  Territory,  of  which 
a majority  shall  be  organized  under  the  national  currency  act,  in  any  city  of  not  less 
than  six  thousand  inhabitants,  who  shall  enter  into  articles  of  association  for  the  regu- 
lation of  the  business  of  the  association  and  the  conduct  of  its  aflairs,  which  said 
articles  shall  be  approved  by  the  stockholders  of  each  bank  uniting  to  form  the 
association  at  a meeting  calfed  for  the  purpose  and  shall  be  signed  by  the  ofificers  of 
each  bank  by  authority  conferred  upon  them  to  do  so  hj  vote  of  the  stockholders, 
and  a copy  of  them  forwarded  to  the  Comptroller  of  the  Currency,  to  be  filed  and 
preserved  in  his  ofiice. 

Sec.  2.  That  the  banks  uniting  to  form  such  an  association  shall,  by  their  proper 
officers,  make  an  organization  certificate,  which  shall  s])ecify— 

First.  The  name  assumed  by  such  association,  which  name  shall  be  f The  Clearing 
House  of  (giving  the  name  of  the  city  where  located  and  where  its  business  of 
efi:ecting  clearances  shall  be  carried  ou).’^ 

Second.  The  names,  the  amounts  of  the  capital  stock,  and  the  number  of  shares 
into  which  it  is  divided,  of  the  banks  composing  the  association. 

Thir<l.  A declaration  that  said  certificate  is  made  to  enable  such  banks  to  avail 
themselves  of  the  advantage  of  this  act. 

The  said  certificate  shall  be  acknowledged  before  a judge  of  some  court  of  record 
or  a notary  public,  and  such  certificate,  with  the  acknowledgment  thereof  authenti- 
cated by  the  seal  of  such  court,  shall  be  transmitted  to  the  Comptroller  of  the  Cur- 
rency, Avho  shall  record  and  carefully  preserve  the  same  in  his  office.  Copies  of  such 
certificate,  duly  certified  by  the  Comptroller  and  authenticated  by  his  seal  of  office, 
shall  be  legal  and  sufficient  evidence  in  all  courts  and  places  within  the  United 
States  or  the  iurisdiction  of  the  Government  thereof  of  the  existence  of  such  asso- 
ciation and  of  every  other  matter  or  thing  which  could  be  proved  by  the  production 
of  the  original  certificate. 
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3.  That  every  assoriation  formed  imrsnant  to  the  provisions  of  tliis  act  sliall^ 
f]  om  the  date  of  the  execution  of  its  organization  certilicate,  be  a body  corporate, 
b It  shall  transact  no  business  exeejyt  surh  as  may  be  im  iilental  to  its  or;iranization, 
a id  necessarily  ]»reliininary,  until  authorized  by  the  Coui]>troll{T  of  the  Currency  to 
Ci'nimenee  the  business  of  elfectiiig  clearances.  8uch  associations  shall  have  power 
ti  adopt  a corjiorate  seal,  and  sliall  have  succession  by  the  name  designated  in  its 
o ‘gaiii/.ation  certilicate  for  tlie  period  <>f  twenty  years  fiom  its  organization,  unless 
Si  oner  dissoh  ed  according  to  the  provisions  of  its  articles  of  association  or  by  act  of 
tl  e banks  owning  two-thii\ls  of  the  capital  stock  n-jiresentcd  in  the  association,  or 
n liess  the  Iranchise  shall  be  forfeited  by  a violation  of  this  act ; by  such  name  it  may 
u ake  contracts,  sue  and  be  sued,  com]>iain  and  defend  in  any  court  of  law  or  e<[uity 
a.  tally  as  natural  jiersons;  it  may  elect  or  appoint  diiectors,  and  by  its  board  of 
d rectors  appoint  a ]wcsident,  vice-president,  treasurer,  and  other  otlicers,  deliue  their 
d ities,  re(|uire  bonds  of  them,  and  Hx  tlic  penalty  thereof  dismiss  said  otlicers,  or  any 

0 them,  at  pleasure,  appoint  others  to  till  their  places,  ami  exercise  under  this  act 
a I such  incidental  powers  as  shall  be  necessary  to  carry  on  the  business  of  a clear- 
ii  g house  tor  the  settlement  of  money  transactions  by  the  mutual  set-olf  of  debits 
aiid  credits,  commonly  called  making  clearances  for  lianks,  and  by  obtaining  and 
is  juing  to  the  hanks  composing  the  association  notes  according  to  tlie  jirovisions  of 
tl  is  act,  and  by  acting  as  trustee  for  the  note  holders  in  accordance  Avith  the  ]>rovi- 
sims  ot  this  act,  by  receiving  and  liolding  in  trust  securities  ple<lged  by  the  iiiem- 
b<  vs  ol  the  association  as  collateral  to  the  notes  issued  to  them,  to  he  ealh-d  “ ch*aring- 
h' -use  currenc}',”  ami  by  acting  for  the  members  of  tlie  association  in  their  united 
Ci  ])Jicity  when  authorized  to  do  so  l»ya  majority  A ote  of  said  members;  and  its  board 

01  directors  shall  also  have  power  to  detine  and  regulate  by  by-laws  not  inconsistent 
A\  ith  the  provisions  of  this  act  the  manner  in  which  iis  directors  shall  be  elected  or 
a ipointed,  its  odicers  appointed,  its  pro]>erty  transferred,  its  g<’ueral  business  con- 
d icted,  and  all  the  privileges  granted  l»y  this  m t to  associations  organized  under 
it  shall  be  exercised  and  enjoyed;  and  its  usual  business  shall  be  transacted  at  an 
01  rtee  or  banking  house  locate<l  in  the  place  s])eeitied  in  its  organization  certificate. 

Sec.  4.  1 hat  the  aliairs  ot  every  association  sliall  beiminaged  by  not  less  than  nine 
d rectors,  one  of  Avhoni  shall  lie  the  president,  a majority  of  whom  shall  he  directors 
ii  banks,  members  of  the  association  which  are  organized  under  the  national  cur- 
rency act.  Every  director  shall,  dui  ing  his  whole  term  of  service,  he  a citizen  of 
tl  e United  States,  and  at  least  two-thirds  of  the  directors  shall  have  resided  in  the 
S' ate,  Territory,  or  district  in  which  such  association  is  located  one  year  next  pre- 
C(  ding  their  election  as  directors,  and  be  residents  <»f  same  iliiring  their  continuance 
h ofUce.  Each  director  when  appointed  or  elected  shall  take  an  oath  that  he  will, 
S(  far  as  the  duty  devolves  on  him,  diligently  ami  honestly  a<lminister  tlie  affairs  of 
81  ch  association  and  not  knoAvingly  violate,  or  Avillingly  ]Iermit  to  be  violated,  ;mv 
o:  the  provisions  of  this  act,  which  oath,  subscribed  by  himself  and  eertitied  by  the 
oincer  before  whom  it  is  taken,  shiill  be  immediately  transferred  to  the  Com|»troller 
ol  the  Currency,  and  by  him  hied  and  ])reserved  in  his  olHce.  At  the  annual  meet- 
ii:  gs  there  shall  lie  apjxdnted  or  elected  a loan  committee,  whose  duties  shall  be  as 
di  scribed  in  sections  uim*  and  ten  of  this  act.  Members  <»f  this  committee  shall  not 
bi  eligible  for  reelection  or  reai>pointment  until  one  year  after  their  terms  of  othce 
si  all  have  expired.  They  shall  he  divi<ied  into  three  classes  at  their  first  election  or 
a]  ]>ointment,  one-third  shall  serve  one  year,  one-third  two  years,  and  one-third 
tl  ree  years,  and  at  every  (dectiou  or  appointment  thereafter ’they  shall  be  elected 
01  appointed  for  a term  of  three  years. 

Sec.  5.  That  the  directors  of  any  association  iirst  elected  or  a]»pointed  shall  hold 
tleir])hiccs  until  their  successors  shall  be  elerted  ami  qualified.  All  subse(|uent 
eljctions  shall  beheld  annually  on  such  day  in  the  month  of  J auuary  as  maybe 
sieciiied  in  the  articles  of  association,  and  directors  so  elected  shall  hold  their 
p]  ices  for  one  year,  ami  until  tlieiv  successors  are  elected  and  qualified;  hut 
ai  y director  having  in  any  manner  become  disqualilieil  shall  tlu  reby  vacate  bis 
pla.ee.  Any  vacancy  in  the  boanl  shall  he  tilled  liy  appointment  by  the  remaining 
directors,  and  any  director  so  appointed  shall  hold'liis  place  until  the  next  election 
If  from  any  cause  an  election  of  directors  shall  not  i-o  made  at  The  time  appointed 
tl  e association  shall  not  for  tliat  cause  be  dissolved,  but  an  election  may  be  held  on 
ai  y subsequent  day,  thirty  days’  notice  thereof  in  all  cases  having  been  given  in  a 
newspaper  published  in  the  city,  town,  or  county  in  which  the  assoidation  is 
lo  *ated.  If  the  articles  of  association  do  not  fix  the  day  on  which  the  election 
sL  iill  be  held,  or  if  the  electimi  should  not  he  held  on  the  day  fixed,  the  day  for  the 
el  iction  shall  he  designated  by  the  hoard  of  directors  in  their  by-laws  or  otherwise: 
r.  ovufedj  That  if  the  directors  fail  to  fix  the  day,  as  aforesaid*  banks  representin<^ 
t\  o-thirds  of  the  capital  stock  represented  in  the  association  may.  ^ 

5ec.  d.  That  in  all  elections  of  directors,  and  in  deciding  all  iinestions  af  meetings 
ot  members  of  the  association,  each  bank  member  shall  be  entitled  to  a representa- 
tii-u  equal  to  the  minimnm  number  of  directors  allowed  by  law  to  said  bank,  but 
n<  bank  organized  under  a State  or  Territorial  law  shall  *be  entitled  to  a greater 
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representation  at  such  meetings  than  that  of  a national  bank.  Directors  of  a bank 
wlio  shall  be  ap\)ointed  to  rejiresent  said  bank  at  meetings  of  the  association  may 
vote  by  proxy  duly  authorized  in  writing,  but  no  oflicer,  clerk,  teller,  or  bookkeeper 
of  such  association  shall  act  as  proxy,  and  no  bank  any  of  whose  liabilities  are  past 
due  and  unpaitl  shall  be  allowed  representation  in  the  board  ot  directors  or  at  the 
meetings  of  the  association. 

Sec.  7.  Tlmt  if,  n])oii  a careful  examination  of  the  facts  so  reported,  and  of  any 
other  facts  which  may  come  to  the  knowledge  of  the  Comptroller,  whether  by  means 
of  a special  commission  ai>poiuted  by  him  for  the  purpose  ot  inquiring  into  the  j2on- 
dition  of  such  association  or  otherwise,  it  shall  apjiear  that  such  association  is  hiAv 
fully  entitled  to  commence  the  business  of  a clearing  house  as  described  in  this  act, 
the  Comptroller  shall  give  to  such  association  a certirtcate,  under  his  hand  and  oth- 
cial  seal,  that  such  association  has  complied  with  all  tbe  provisions  of  this  act 
reipiired  to  he  complied  with  hefore  being  entitled  to  comuieuce  the  business  of  a 
clearing  house  under  it,  and  that  such  association  is  authorized  to  commence  said 
business  accordingly ; and  it  shall  be  the  duty  <d  the  association  to  cause  saiil  cer- 
tificate to  he  published  in  the  city  or  county  where  the  association  is  located  lor  at 

least  sixtv  days  after  the  issuing  thereof.  ^ ^ 

Sec.  8.  That  the  clearing-house  association  organized  nmb^r  this  act,  in  the  duel 
commercial  city  in  each  State,  or  in  the. city  most  central  and  convenient  for  busi- 
ness in  each  State,  or  any  clearing  house  so  organized  effecting  bank  clearings  of 
over  two  lmndre<l  million  dollars  annually,  to  be  designated  and  approved  by  the 
Comptroller  of  the  Currency,  shall  be  nuule  a clearing  house  of  issue.  And  il  there 
shall  be  more  than  one  clearing  Imuse  of  issm'  in  a State,  then  the  Comjitroller  of 
the  Currency  shall  divide  the  State  into  clearing-house  districts,  and  banks  in  each 
State  or  district  shall  do  business  only  with  the  clearing  house  ot‘  issue  in  their 

State  or  district.  . , , , * 

Sec.  That  a clearing  house  of  issue  shall  be  authorized  and  empowered  to 

receive  from  its  bank  members,  i>r  from  any  bank  member  of  a clearing  house  within 
its  State  or  district,  with  the  approval  of  the  directors  of  said  clearing  house,  com- 
mercial assets,  promissory  notes,  bills  of  exchange,  convertible  bonds  and  stocks, 
ami  other  securities  and  evidences  of  debt  as  collateral  security  lor  the  circulating 
notes  of  the  said  association,  to  be  issued  as  provided  in  tliis  act.  and  on  the  approval 
of  the  value  of  said  commercial  assets  by  its  loan  committee,  the  said  clearing  house 
of  issue  may  deliver  to  said  bank  member  seventy-five  per  centum  of  said  value  in  its 
said  circulating  notes  as  au  advance  upon  sai<l  pledged  ]H'operty,  ami  shall  lequire 
from  said  bank  member  its  promissory  note  of  equal  amount,  which  note  shall  be  in 
form  as  approved  by  said  clearing  limise  of  issue.  The  hank  member  taking  said 
circulating  notes  shall  engage  to  redeem  them  in  the  latvlul  money  of  the  Uniteil 
States  at  all  times  upon  ilemaud  of  payment  duly  made  during  the  usual  hours  of 
business  at  the  otlice  of  such  bank  member,  and  also  Avhen  called  u])on  to  do 
so  by  the  clearing  house  issuing  the  notes,  and  to  give  any  additional  collateral 
needed  to  restore  "any  depreciation  in  the  value  of  the  assets  pledged,  on  demand; 
and  on  failure  to  comply  with  such  demands  before  the  close  of  business  liours  ot 
tbe  day  when  made  said  bank  member  shall  bt*  adjudged  in  default,  and  shall  be 
therenpon  < k>se<l  pending  an  (‘xaiuination  by  a committeo  from  the  association  which 
issued  the  notes.  On  recommeiidatiou  by  the  examining  committee  the  loan  com- 
mittee shall  proceed  to  lifiuidate  the  loan  by  turning  the  securities  into  cash,  in 
acconlanee  with  the  method  provided  in  section  ten.  The  bank  member  taking  said 
notes  may  release  its  securities  from  pledge  by  depositing  with  the  said  clearing 
house  of  issue  clearing-house  currency,  United  States  legal-tender  notes,  or  coin 
certilicates,  witii  any  charges  made  by  said  clearing  house  of  issue,  whereupon  it 
shall  he  entitled  to  and  shall  receive  ail  its  securities  so  pledged.  The  charges  shall 
be  regulated  by  each  cleariug  house  of  issue.  Upon  the  receipt  of  such  deposit  the 
clearhig  house  of  issue  shall  immediately  give  notice  in  a news]>aper  published  iii 
the  city,  town,  or  county  in  which  the  association  is  located,  which  notice  shall  be 
published  at  lea.st  once  a week  for  six  mouths  successively,  that  the  notes  of  such 
bank  member  will  be  redeemed  at  par,  and  that  all  the  outstanding  circulating 
notes  of  such  bank  member  must  be  so  presented  for  redemption  within  six  years 
from  the  date  of  sueh  notice,  and  all  notes  which  shall  not  he  thus  presented  for 
redemption  and  payment  within  the  time  specitied  in  such  notice  shall  cease  to  he  a 
chari'-c  upon  the  funds  in  the  hands  of  the  cleariug  house  for  that  puri>ose.  At  the 
expiration  of  such  notice  it  shall  he  laAvfnl  for  the  clearing  house  of  issue  to  surren- 
d»‘r,  and  such  hank  member,  or  its  legal  representative,  shall  be  entitled  to  receive, 
all  the  money  reuiainiug  after  siudi  redemption,  except  so  much  thereof  as  may  be 
necessary  to  i>ay  the  reasonable  expenses  chargeable  against  the  said  accounts, 
including  the  payment  for  the  publication  of  tbe  above-mentioned  notices. 

Sec.  10.  That  each  bank  memlier  taking  such  circulating  notes  shall  guarantee 
the  cleariug  house  of  issue  from  loss  resulting  from  such  issue  to  them,  and  in  case 
of  a default  in  the  payment  of  a loan  when  demanded  by  tlie  clearing  house  of  issue 
or  of  default  arising  in  any  other  manner,  then  it  shall  he  the  duty  of  said  clearing 
house  of  issue  to  levy  upon  all  the  clearing  houses  in  said  State  or  district,  in  pro- 
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po  tioii  to  the  capital  of  their  hank  loemhers,  a suthcient  sum  to  provide  ior  the 
pa  ’’lueut  of  said  h»an,  \vhich  sum  shall  he  ludd  for  the  payment  and  redemption  of 
th*  circulating  notes  so  issued.  And  if  enough  money  ean  not  he  otained  hy  such 
assessments,  then  it  shall  he  the  duty  of  said  clearing  house  of  issue  to  report  to  the 
Co  nptroller  of  the  Currency  the  fact  of  said  default,  and  it  shall  he  his  duty  to  levy 
a i irther  assessment  upon  all  the  clearing  hous<*s  organized  under  this  act  in  all  the 
Sti.tes  and  Territories  until  such  sum  is  secured,  in  which  case  the  funds  so  raised 
hy  the  Comptroller  shall  he  ])aid  hy  him  to  the  Treasurer  of  the  United  States  as  a 
sp'  cial  fund  to  pay  the  circulating  notes  of  the  defaulting  hank  memher;  and  he 
sh  dl  appoint  a receiver  for  the  collateral  securities  to  the  loan  or  loans  in  detaiilt, 
wl  o shall  take  possession  thereof  and  turn  them  into  cash  and  distribute  the  pro- 
ce<  (Is  to  the  banks  which  have  contributed  to  the  assessment,  and  any  surplus  alter 
rei  ubursing  them  their  advances  shall  he  banded  over  to  the  hank  memher  in  default 
or  its  legal  rei)resentativ(‘.  But  if  the  assessment  hy  the  clearing  house  of  issue  on 
tin  banks  of  its  State  or  district  is  suilicient  to  provide  the  neecled  funds,  then  the 
CO  laterals  shall  he  administered  upon  and  turned  into  cash  hy  the  loan  committee 
or  hy  a li<iuidating  committee  of  said  clearing  house  of  issue,  and  the  cash  proceeds 
sh  dl  be  appropriated  as  above  provided.  At  uo  time  shall  the  total  amount  of  sncli 
no  ies  issued  to  any  hank  memher  exceed  the  amount  at  hucIi  time  actually  paid  in 
of  the  ca]>ital  stock  of  the  hank  member  so. applying.  And  said  loan  committee  are 
ch  irged  with  the  duty  of  supervising  said  loans  so  as  to  maintain  the  margin  of 
va  ue  of  the  collateral  security,  and  shall  deiiiaml  additional  securities  to  make  good 
an  depreciation  in  their  value,  and  they  may  alh»w  withdrawals  and  substitutions 
of  securities  which  shall  not  diminish  the  said  value. 

i)KC.  11.  That  a clearing  house  of  issue  shall  be  authorized  and  empowered  to 
ret  eive  from  its  l)ank  members  gold  coin  of  the  United  States  of  full  weight,  and 
nij  y deliver  to  said  bank  memher  its  circulating  notes  at  the  j^ar  of  the  gold  coin  so 
de  losited,  and  the  said  hank  member  shall  engage  to  redeem  said  circulating  notes 
at  all  times  Avheu  called  upon  to  do  so  hy  the  assitciation  issuing  them.  Such  notes 
m:  .y  he  issued  to  any  hank  memher  in  exchange  for  gold  coin  without  regard  to  the 
an  onut  of  the  capital  stock  of  the  hank  depositing  the  gold  coin.  The  clearing 
he  use  of  issue  shall  make  report  of  notes  so  issued  to  the  Comptroller  of  the  Cur- 
re  icy  ami  shall  make  no  charge  for  the  issue  of  its  notes  against  the  de]to8it  of  gold. 

)EC.  12.  That  in  order  to  furnish  suitable  notes  for  circulation  as  provided  in  this 
ac  p,  the  Comptroller  of  the  Currency  is  hereby  authorized  and  reepured,  iiuder  the 
dL  ectiou  of  the  Secretary  of  the  Treasury,  to  cause  plahss  and  dies  to  he  engraved, 
in  the  best  manner,  to  guard  against  couuterfeitiug  aud  fraudulent  alterations,  ami 
to  have  printed  therefrom,  and  nunihered,  such  (piantity  of  circulating  notes,  in 
hi  mk,  of  the  denominations  of  one  dollar,  two  dollars,  live  dollars,  ten  dollars, 
tv  enty  dollars,  tifty  dollars,  one  hundred  dollars,  live  hundred  dollars,  and  one 
th)usaiid  dollars,  as  may  be  required  to  supply  under  this  act  the  associations 
en  :itled  to  receive  the  same,  which  notes  shall  express  uj»oii  their  face  that  they  are 
se  ured  by  deposit  with  the  clearing  house  of  issue  at  (naming  the  city)  of  coiumer- 
eij  1 assets  at  seventy-five  ]>er  centum  of  their  market  value,  or  of  gold  coin  at  its 
pa  V value,  and  that  said  clearing  house  holds  said  assets  or  gold  coin  as  trustee  for 
th  i note  holder  to  secure  their  payment,  which  payment  is  guaranteed  hy  the  asso- 
ci:  ted  banks  of  the  I'nited  States  through  any  clearing  house,  and  shall  he  attested 
h}  the  signatures  of  the  president  or  vice-president  ami  treasurer  of  said  clearing 
he  use  of  issue  as  for  account  of  the  hank  memher  receiving  said  notes;  and  on 
re  (uisition  of  a clearing  bouse  of  issue  the  comptroller  of  the  curreuc3'  shall  forward 
th  ) amount  of  blank  notes  in  denominations  as  called  for  as  may  he  required  to  sup- 
pi  r the  hank  memhi'r  entitled  to  receive  the  same  under  Ibis  act. 

^EC.  13.  That  after  any  such  clearing  house  of  issue  shall  have  caused  its  promises 
to  pay  such  notes  on  demand  to  be  signed  lt>Mhe  president  or  vice-president  and 
tr  usurer  thereof,  in  such  manner  as  to  make  them  obligatory  promissory  notes,  pay- 
al  le  on  demand,  such  clearing  house  of  issue  shall  deliver  them  to  the  hank  member 
en  titled  to  receive  them,  who  is  hereby  authorized  to  issue  and  (drenlate  the  same  as 
m iuey,  aud  the  same  shall  he  received  at  par  at  all  the  clearing  houses  in  the 
United  States  organized  under  this  act;  and  said  clearing  house  of  issue  shall  there- 
iij  on  forward  to  the  Comptroller  of  the  ('urreucy  a certificate  setting  forth  the 
an  ount  of  notes  delivered,  the  name  of  the  bank  memher  receiving  same,  and  the 
an  ount  of  the  collateral  securitj’^  held  in  trust  for  their  n diMuiitum. 

Uid  every  bank  member  of  every  clearing  bouse  organized  mider  this  act  shall 
ta  ce  and  receive  at  par,  for  any  debt  or  liahilitj' to  it.  :my  and  all  notes  or  hills 
isf  lied  by  anj"  clearing  house  of  issue  organized  under  this  act. 

['he  meeting  together  of  any  persons  who  are  odicers,  agents,  or  em])loyet‘S  of  per- 
80  IS,  firms,  or  corporations  in  an.v  one  or  more  places  ouco  in  thirty  days  or  oftener, 
fo:  the  purpose  of  exchanging,  pa.viug,  or  in  aii.v  other  wa\'  satisfying  any  ohliga- 
ti(  us  used  in  commerce  among  the  several  States  h.v  any  two  or  more  ol'  such  persons, 
hr  us,  or  corporations,  or  for  the  purpose  of  the  settlement  of  money  transactions  hy 
th ) mutual  set-otf  of  debits  aud  credits,  commonly  called  making  clearances  for 
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hanks,  shall  constitute  such  persons,  firms,  or  corportitions  represented  lu  such  meet- 
ing a clearing  house  association,  for  the  purpose  ot  the  taxation  herein  imposed, 
aud  such  persons,  firms,  or  corporations  represented  shall  he  jointly  and  severally 
liable  to  pay,  aud  shall  j»ay,  into  the  Treasury  of  the  United  States  a duty  in  ainouut 
equal  to  one  ono-tiftieth  of  one  per  centum  on  the  aggregate  amount  of  all  such 
gations  exchanged,  paid,  or  in  any  way  satisfied,  or  on  the  aggregate  amount  of  the 
monoj'’  transactions  settled  hy  the  mutual  set-otf  ot  debits  aud  credits,  at  each 
• every  meeting  of  persons  acting  for  such  persons,  firms,  or  corporations:  Providedf 
however.  That  in  case  any  such  clearing-house  association  pays  one-half  of  the  tax 
herein  imposed  on  or  before  the  day  it  is  due  and  pay  able,  the  other  half  shall  be 
and  is  hereby  remitted : And  provided  further,  That  the  tax  herein  imposed  on  cleaiing- 
house  associations  herein  described  shall  he  wholly  remitted  to  all  members  of  deal- 
ing houses  that  are  incorporated  under  this  act. 

Sec.  14,  That  it  shall  he  the  duty  of  the  clearing  house  of  issue  to  receive  worn- 
out  or  mutilated  circulating  notes  issued  hy  it  to  any  bank  memlier,  and  also,  on 
due  proof  of  the  destruction  of  any  such  circulating  notes,  to  deliver  in  place  thercot 
other  circulating  notes  of  like  tenor  and  amount.  And  such  worn-out  or  mutilated 
notes,  after  a memorandum  shall  have  been  entered  in  the  proper  books,  as  may  bo 
established  hv  the  clearing  house  of  issue,  as  well  as  all  circulating  notes  which 
shall  have  been  paid  or  surrendered  to  he  canceled,  shall  be  burned  to  asacs  m 
presence  of  three  persons,  one  to  be  appointed  hy  the  Comiitroller  of  the  Currency, 
one  hy  the  clearing  house  of  issue,  aud  one  hy  the  hank  memher  on  whose  account 
they  were  issued:  aud  a certilicate  of  such  burning  shall  he  made  on  the  hooks  ot 
the  clearing  house  of  issue,  aud  duplicates  forwarded  to  the  Comptroller  of  the  Cur- 
rency and  to  the  bank  member  whose  notes  are  thus  canceled. 

Sec.  15.  That  it  shall  he  unlawful  for  any  officer  acting  under  the  provisions  of 
this  act  to  countersign  or  deliver  to  any  association  or  to  any  other  company  or  per- 
sons any  circulating  notes  contemplated  hy  this  act,  except  as  hereiul»efore  provided 
and  in  accordance  ^^Mth  the  true  intent  and  meaning  of  this  act.  Any  (ifficer  who 
shall  violate  the  provisions  of  this  section  shall  be  deemed  guilty  of  a high  misde- 
meanor, and  on  conviction  thereof  shall  he  punished  by  line  not  exceeding  double 
the  amount  so  countersigned  and  delivered  and  imt>risoumeut  not  less  than  one  J 
and  not  exceeding  fifteen  years,  at  the  discretion  of  the  court  in  which  he  shall  be 

tri  ed 

Sec.  16.  That  it  shall  he  lawful  for  any  such  association  to  purchase,  hold,  and 

convev  real  estate  as  follows : i x-  • *1  ^ 

First.  Such  as  shall  he  necessary  for  its  immediate  accommodation  in  the  transac- 
tion of  its  business.  . , ^ . , , ..  ^ i i 

Second.  Such  as  shall  he  mortgaged  to  it  in  good  faith  hy  way  of  security  lor  debts 

previouslv  contracted.  , . x i • 

Third.  Such  as  shall  he  conveyed  in  satisfaction  ot  debts  previously  contracted  m 

the  course  of  its  dealings.  , ^ i x 

Fourth.  Such  as  it  shall  purchase  at  sales  under  judgment,  decrees,  or  mortgages 
held  bv  such  association,  or  shall  purchase  to  secure  debts  duo  to  said  association. 

Sncli  association  shall  not  purchase  or  hold  real  estate  in  any  other  case  or  lor  any 
other  purpose  than  as  specified  in  this  section,  nor  shall  it  hold  the  possession  of  any 
real  estate  under  mortgage,  or  hold  the  title  and  possession  of  aiij'  real  estate  i)ur- 
chased  to  secure  any  debts  due  to  it  for  a longer  period  than  five  years. 

Sec.  17.  That  the'plates  and  special  dies  to  he  procured  hy  the  Comptroller  ot  the 
Currency' for  the  printing  of  such  circulating  notes  shall  remain  under  his  control 
and  direction,  and  the  expense  necessarily  incurred  in  executing  the  provisions  ot 
this  act.  respecting  the  procuring  of  such  notes  and  all  other  expenses  ot  the 
bureau,  shall  he  assessed  each  year  upon  the  cleanug  houses  organized  under  this 

act,  in  imiportiou  to  the  capital  stock  of  their  members.  o 

Sfc  18  That  the  Comptroller  of  the  Currency,  with  the  approbation  of  the  Sec- 
retary of  the  Treasury,  as  olten  as  shall  be  deemed  necessary  or  proper,  or  at  the 
reuuest  of  any  clearing  house,  shall  appoint  a suitable  person  or  persons  to  make  an 
examination  of  the  atfairs  of  every  association  organized  under  this  act,  which  per- 
son shall  not  ho  a director  or  other  officer  in  any  association  whose  atlairs  he  shall  he 
aiipointed  to  examine,  and  who  shall  have  power  to  make  a thorough  examination 
into  all  the  affairs  of  the  association,  and  in  doing  so  to  examine  any  ot  the  offi- 
cers and  ageuts  thi*reof  oii  oath,  and  shall  make  a full  aud  detailed  repoit  ol  the 
condition  of  the  association  to  the  Comptroller,  who  shall  fix  the  compensation  lor 

his  servi(*es. 

Skc  19  i'liiit  every  president,  director,  treasurer,  teller,  clerk,  or  ajieiit  of  any 
assoei'ation  who  shall  eiubez/le,  abstract,  or  willfully  misapply  any  of  the  moneys, 
funds  or  credits  of  the  association,  or  sliall.  without  authority  from  the  directors, 
issue  or  put  in  circulation  any  of  the  notes  of  the  association,  or  shall,  without  such 
authority,  assign  anv  note,  bond,  .Iraft,  bill  of  exchange,  mortgage,  judgment,  or 
decree,  or  shall  make  any  false  entry  in  any  hook,  repoit,  or  statement  ol  the 
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as  ioeiation  with  intent  in  either  case  to  injure  or  deframl  the  association,  or  any 
otier  company,  body,  i)olitic  or  corporate,  or  any  individual  person,  or  to  deceive 
ai  y ollicer  of  the  association,  or  any  agent  appointed  to  examine  the  atVairs  of  any 
811  jh  association,  shall  be  <1eeined 'guilty  of  a misdemeanor,  and  upon  conviction 
thereof  shall  i>e  punished  by  imprisonment  not  less  than  five  nor  more  than  ten 
yt  ars. 

>EC.  20.  That  every  person  who  shall  mutilate,  cut,  deface,  disfigure,  or  perforate 
w th  holes,  or  shall  unite  or  cement  together,  or  do  any  otlier  thing  to  any  note  issued  , 
bi  any  such  association,  or  shall  cause  or  procure  the  same  to  be  done,  with  intent  to 
re  idcr  such  note  unfit  to  be  reissued  by  said  association,  shall,  ni»on  conviction,  for- 
fe  t fifty  dollars  to  the  association  who  shall  be  injured  thereljy,  to  be  recovered  by 
ac  tion  in  any  court  Laving  jurisdiction. 

SEC.  21.  That  if  any  person  shall  falsely  make,  forge,  or  counterfeit,  or  cause  or 
pi  )cure  to  be  made,  forged,  or  counterfeited,  or  willingly  aid  or  assist  in  falsely 
m king,  forging,  or  counterfeiting,  any  note  in  imitation  of,  or  purporting  to  be  in 
in  itation  of,  the  circulating  notes  issued  under  the  provisions  of  this  act,  or  shall 
pfi^s,  litter,  or  ]>nbli&h,  or  attempt  to  pass,  utter,  or  publish,  any  false,  forged,  or 
CO  luterfeited  note,  purporting  to  be  issued  by  any  association  doing  business  under 
th  3 provisions  of  this  act,  knowing  the  same  to  he  falsely  made,  forged,  or  counter- 
fe  ted,  or  shall  falsely  alter,  or  cause  or  procure  to  he  falsely  altered,  or  willingly 
ai  I or  assist  in  falsely  altering,  any  such  circulating  notes,  issued  as  aforesaid,  or 
sh  ill  pass,  utter,  or  puhlish,  or  attempt  to  pass,  utter,  or  publish,  as  true,  any  falsely 
al  ered  or  spurious  circulating  note  issued,  or  purporting  to  have  been  issued,  as 
at  »resaid.  knowing  the  same  to  be  falsely  altered  or  spurioue,  every  such  person 
shall  he  deemed  and  adjudged  guilty  of  felony,  and  being  thereof  convicted  by  due 
CO  iirse  of  law  shall  he  sentenced  to  be  imprisoned  and  ke]it  at  hard  labor  for  a period 
ol  not  less  than  five  years  nor  uiore  than  fifteen  years,  and  lined  in  a sum  not  exceed- 
in  ^ one  thousand  dollars. 

<KC,  22.  That  if  any  person  shall  make  or  engrave,  or  cause  or  procure  to  he  made 
oi  engraved,  or  shall  have  in  his  custody  or  possession  any  plate,  die,  or  block  after 
th  e similitude  of  any  plate,  die,  or  block  from  which  any  circulating  notes,  issued  as 
at  iresaid,  shall  have  been  prepared  or  i>rinted,  with  intent  to  use  such  plate,  die,  or 
bl  >ck,  or  cause  or  suffer  the  same  to  be  used,  in  Ibrging  or  counterfeiting  any  of  the 
u(  tes  issued  as  aforesaid,  or  shall  have  in  his  custody  or  possession  any  blank  note 
01  notes  engraved  and  ]»vinted  after  the  similitude  of  any  notes  issued  as  dforesaid, 
w th  intent  t<»  use  such  blanks,  or  cause  or  suffer  the  same  to  he  used,  in  forging  or 
cc  imterfeiting  any  of  the  notes  issiie<l  as  aforesaid,  or  shall  have  in  his  custody  or 
pc  ssession  any  paper  adapted  to  the  making  of  such  notes,  and  similar  to  the  paper 
u]  on  which  any  such  notes  shall  have  been  issued,  witli  intent  to  use  such  paper,  or 
c£  use  or  suffer  the  same  to  he  used,  in  forging  or  counterfeiting  any  of  the  notes 
is  lied  as  aforesaid,  every  such  person,  being  thereof  convicted  by  due  course  of  law, 
si  all  be  sentenced  to  he  imprisoned  and  kejit  to  hard  labor  for  a term  not  less  than 
li'  e nor  more  than  iifteeii  years,  and  lined  in  the  sum  not  exceeding  one  thousand 
dc  Hal'S. 

>EC.  23.  That  it  shall  be  the  duty  of  the  Comptroller  of  the  Currency  to  report 
ai  nuallv  to  Congress  at  the  commencement  of  its  session : 

First.  A siunmary  of  the  operations  and  condition  of  every  association  from  w'hcnii 
r€[K)its  have  been  received  the  preceding  year,  at  the  several  dates  to  which  such 
reports  refer,  with  an  abstract  of  the  w’hole  amount  of  their  debts  and  liabilities, 
tl  e amount  of  circulating  notes  outstanding,  and  tin*  total  amount  of  means  and 
re  sources,  specifying  the  amount  of  lawful  money  held  by  them  at  the  times  of  their 
se  reral  returns,  and  such  other  information  in  relation  to  said  associations  as  in  his 
jiiilgmcnt  may  be  useful. 

Second.  A statement  of  associations  Avhose  hnsiness  has  been  closed  during  the 
\i  ar,  with  the  amount  of  their  circulation  redeemed  and  amount  outstanding. 

Third.  Any  amendment  to  the  laws  relative  to  clearing  houses,  by  whiidi  the  sys- 
tein  may  he  improved,  ami  the  security  of  the  holders  of  their  notes  may  be 
ii  creased. 

Fourth.  The  w'hole  amount  of  the  expenses  of  carrying  out  the  provisions  of  this 
a<  t.  And  such  rei»ort  shall  he  made  by  or  before  the  lirst  day  of  Hecember  in  each 
y)  ar,  and  the  usual  number  of  co])ies,  for  the  use  of  the  Senate  and  House,  and  one 
tl  ousand  for  the  use  of  the  Department,  shall  be  printed  by  the  rnhlic  Printer  and 
in  readiness  for  distribution  at  the  lirst  meeting  of  Congress. 

Sec.  21.  That  the  clearing  houses  organized  under  this  act  may  organize  among 
tl  emselves  associations  to  include  the  banks  members  thereof  in  any  State  or  dis- 
ti  ct,  and  may  hold  annual  conventions  and  meetings  at  other  times,  for  the  formu- 
la :ion  of  rules  and  regulations  for  the  conduct  of  their  alfairs  and  for  the  discussion 
oJ  iiiiaucial  subjects  and  for  the  preservation  and  exchange  of  iuforuiation  to  govern 
tl  e granting  of  credits,  and  when  approved  by  the  Secretary  of  the  Treasury,  such 
ri  les  and  regulations  shall  he  binding  upon  the  banks  and  clearing  houses  w'ithiu 
S£  id  State  and  ilistrict. 
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Sec.  25.  That  <*learing  houses  organized  under  this  act  may  tonn  a national  asso- 
ciation, which  shall  meet  in  convention  annually,  ami  whose  object  shall  he  the 
promotion  of  the  intere.sts  of  the  hanks  of  the  I'nited  Stati's  receiving  the  hmelits 
of  this  act,  and  said  convention  may  pass  rules  and  regulations  to  govern  the  opera- 
tions of  ch'aring  houses  and  the  banks  connected  Avith  same,  whicli,  w'hen  ajiproyed 
by  the  Secretary  of  the  Treasury,  shall  be  binding  u])on  such  clearing  houses.  Ihe 
delegates  to  a State  or  district  convention  shall  number  one  hnmlred,  and  to  a gen- 
eral convention  three  hundred,  which  nnmbei’s  divided  into  the  aggregate  of  the 
banking  capital  represented  will  give  in  each  case  the  amount  ot  cajiital  to  be  taken 
as  the  basis  of  representation,  llie  Comptroller  of  the  Currency  niay  unite  hanks 
into  voting  groups  Avhere  their  separate  capital  is  below  the  hasisol  representation, 
and  each  group  shall  he  entitled  to  one  representative.  All  elections  of  rej»resenta^ 
fives  to  conventions  shall  be  by  a majority  vote  of  the  directors  entitled  to  vote  ot 
single  hanks  and  banks  composing  groups:  each  bank  shall  have  a vote  e*iual  to  the 
minimum  number  of  directors  allowed  to  it  by  hnv,  hut  no  bank  shall  be  allowed 
more  A*otes  than  shall  he  given  to  a national  bank,  and  no  hank  shall  ha\e  inoie 
than  one  representative  in  the  national  association. 

Mr.  Gilumn  iiddressed  ilie  committee  as  follows: 

STATEMENT  OF  MR.  THEODORE  GILMAN,  BANKER,  OF  NEW  YORK 

CITY,  N.  Y. 

Mr.  CHA1R3IAN  AND  GENTLEMEN  OF  THE  COMMITTEE:  111  response 
to  tlie  request  of  the  cliairinan,  1 will  state  tliat  my  place  of  business 
is  in  New  York  City.  I liave  been  a banker  there  ever  since  18152.  My 
relations  have  been  all  over  the  country.  East  and  West,  chietiy  outside 

of  New  York  City. 

The  Chairman.  A ]u‘ivate  banker? 

Mr.  Gilman.  Yes,  sir. 

The  Chairman.  What  is  the  tirm  name? 

Mr.  Gilman.  Gilman,  Son  N’  Co. 

With  your  leave  1 will  read  this  letter: 

, The  State  Piank  or  St.  Lons, 

tSt,  LottiSj  -Vo.,  April  1S9S. 

Hon.  J.  H.  Walkeu, 

Chairman  Banking  CommRhf, 

House  of  liepresentaiircs,  IVashingioHy  J).  C. 

Dear  Sir:  I see  your  coiuniitte**  arc  to  inert  on  the  proposed  emergency  cnrrency 
plau  of  Mr.  Theodore  (Hlinan  on  the  13th  instant.  I am  of  the  opinion  that  some 
idan  for  sncli  a currency  ought  to  he  i»assed. 

Yon  will  tiud  in  Mr.  Gilman's  hook  a few'  suggestions  made  by  me  regarding  such 

a enrrenev  and  a schedule  regarding  same. 

If  we  could  have  had  a hundred  millions  of  such  currency  in  isp:^  it  would  Jiave 
saved  half  or  two-thirds  the  ill  effects  of  the  panic.  It  may  he  the  present  Cuban 
trouble  w'ill  make  some  such  measure  invaluable  now'.  1 can  hut  think  something 
in  this  direction  can  he  made  of  immense  value  to  tin*  country. 

Very  respectfully,  yours, 

‘ , Cuaiu.es  Parsons. 

1 would  like  to  make  two  remarks  about  this  letter.  One  is  1 was 
immediately  struck  with  the  similarity  of  this  opiiiiou  of  Mr.  Carsons 
to  that  of  Mr.  -I.  K.  iNlcCulloch  in  1849  in  reference  to  the  ])auic  of  1837. 

The  eiiAiRMAN.  Mr.  ^IcCullocli  Avho  was  formerly  Secretary  of  the 

Treasury?  , 

Mr.  Gilman.  Xo,  sir;  Mr.  ^IcOulloch,  of  Loudon,  the  great  Lritish 

fluaucial  authority.  He  Avrote  that  had  this  principle  of  a secured 
currency  been  adopted  theii.  the  crisis  of  1837  to  1839  AA’ould  liaAre  been 
obviated  or  materially  mitigated.  Fifty  years  afterwards  Mr.  Charles 
Parsons  makes  the  same  remark  in  reference  to  the  panic  of  1893. 

The  Chairman.  We  Avonld  be  glad  if,  Avhen  yon  refer  to  different 
gentlemen,  yon  AA'ould  state  Avhat  positions  they  hold  or  who  they  are. 

Mr.  Gilman.  Charles  Parsons  is  president  of  the  State  Bank  of  St. 
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I ouis,  Mo.,  and  a former  president  of  the  American  Bankers’  Association. 
I wonld  also  call  your  attention  to  the  last  three  words  of  -Mr.  Par- 
s »ns's  letter — “to  the  country.”  He  says:  “ I think  something'  in  this 
d .rection  can  be  made  of  immense  value  to  the  country.”  He  speaks 
a 5 a patriot  and  not  as  a banker. 

-Mr.  Gilman  then  proceeded  to  read  a paper  which  he  had  prepared, 
a 3 follows : 


TWO  SYSTEMS  OF  BANKI>G. 

$ 

Mr.  Chairman  and  gentlemen,  there  are  only  two  systems  of  banking 
ii  use  among  civilized  nations.  One  system  is  that  in  which  each  bank 
his  a separate  individual  existence  under  the  laws  by  which  it  is  incor- 
pirated,  and  in  which  no  bank  has  a superior  position  or  different 
b mctions  from  any  other. 

The  other  system  is  that  in  which  some  banks  have  different  func- 
tions and  a superior  position. 

The  perception  of  this  distinction  is  necessary  to  the  right  under- 
si  anding  of  the  phase  of  the  banking  question  we  are  about  to  consider, 
a id,  as  examples  assist  in  the  understanding  of  abstract  propositions, 
y nir  attention  is  called  to  the  fact  that  there  are  now  in  the  hands  of 
tl  ds  committee  two  bills  which  represent  these  two  systems.  One  is  the 
b 11  H.  K.  9725,  prepared  by  your  subcommittee  and  introduced  in  the 
I ouse  of  Bepresentatives  on  April  5,  1898,  and  the  other  is  bill  H.  E. 
9 .‘7!»,  which  is  the  subject  of  the  present  hearing.  Bill  H,  E.  9725  repre- 
ss rits  a system  composed  of  individual  banks,  and  bill  H.  R.  9279  rep- 
ri  'sents  a graded  system. 

THE  COMPETITIVE  SYSTEM. 

The  fundamental  points  of  difference  between  these  two  systems  may 
b } brieriy  summed  up  as  follows : While  bill  H.  E.  9725  has  incorporated 
ii  it  some  special  features,  which  Avill  be  hereafter  considered,  it  does 
n )t  depart  from  or  change  the  chief  characteristic  of  the  national-bank 
a d,  which  is  that  it  provides  for  individual  independent  banks,  with  no 
r«  lations  to  each  other,  and  dependent  for  their  solvency  upon  a cash 
r<  serve  of  a certain  percentage  of  their  obligations.  From  this  it  nec- 
ef  sarily  results  that  in  a time  of  stringency  each  individual  bank 
b ecomes  a competitor  with  every  other  bank  for  the  cash  needed  to 
r(  plenish  and  maintain  its  reserves,  and  the  only  legal  means  for  keep- 
ii  g up  the  required  percentage  of  lawful  money  is  by  restricting  dis- 
c<  unts  and  loans  and  compelling  the  business  public  to  liquidate  and 
p ly  up.  The  methods  of  this  system  all  naturally  gravitate  toward  and 
end  in  panic.  Proper  names  for  this  system  are  the  ungraded  or  coni- 
p ‘titive,  or  restrictive,  or  “panic  system,”  according  as  its  different 
cliaractei’istics  are  to  be  emphasized. 

THE  COOPERATIVE  SY.STEM. 


Bill  H.  E.  9279,  on  the  other  hand,  provides  for  the  incorporation  of 
clearing  houses  with  limited  functions,  differing  from  the  existing 
11:  itional  banks,  but  organically  connected  with  them,  chief  among  the 
fi  nctions  given  to  the  clearing  houses  being  that  conferred  upon  at 
le  ist  one  in  each  State,  which  empowers  such  clearing  house  to  receive 
film  its  bank  members  and  to  hold  as  trustees  for  the  public  bank 
a!  sets  and  to  issue  thereon  at  75  per  cent  of  their  ascertained  value 
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circulating  notes  good  at  any  clearing  house  in  the  land.  The  object 
of  this  provision  is  to  sustain  commercial  and  banking  credit  in  times 
of  lack  of  contidence  by  providing  a means  bt'  which  demands  for  cir- 
culating notes  of  undoubted  credit  may  be  met,  and  thereby  commerce 
and  trade  be  sustained  without  shock  to  credit. 

By  this  sj^stem  different  functions  are  bestowed  on  clearing  houses 
than  are  or  can  be  safely  possessed  by  commercial  banks.  Clearing 
houses  are  one  remove  farther  away  from  the  business  community  with 
their  urgent  appeals  than  are  pojiular  banks,  and  their  action  would 
therefore  be  more  conservative  in  this  all-importaiit  matter  ot  the  is.sue 
of  currenc3^  At  the  same  time  they  are  so  closely  connected  with 
commercial  banks  that  they  can  be  appealed  to  and  make  instant 
response  in  case  of  need.  By  the  incorporation  of  clearing  houses  under 
a Federal  law  with  these  special  functions  a banking  system  is  consti- 
tuted and  it  is  made  cooperative  instead  ot  comiietitive,  expansive  in 
case  of  need  instead  of  restrictive,  and  forced  liquidations  and  panic 
are  avoided.  The  clearing  houses  of  the  country  are  thus  brought  into 
the  closest  relations  with  all  commercial  banks,  and  those  relations  are 
strictly  detined  by  law,  which  now  they  are  not,  and  this  union  ot  higher 
and  lower  brings  all  banking  oiierations  under  the  supervision  ot  the 
Government  and  constitute  a true  national  banking  system. 

The  methods  of  the  system  so  constituted  all  conspire  toward  and 
result  in  sustaining  and  protecting  commercial  credit  even  under  the 
severest  test.  Proper  names  for  this  system  are  a graded  or  coopera- 
tive or  expamsive  system,  or  a system  of  ample  available  bank  reserves. 


THE  COMPETITIVE  SYSTEM  FOR  PRIVATE  PROFIT,  THE  COOPERATIVE 

FOR  THE  BENEFIT  OF  THE  PUBLIC. 

There  is  another  difference  between  these  two  systems  more  funda- 
mental and  important.  It  is  that  the  ungraded,  competitive,  restrictive, 
panic  system  is  principally  constructed  for  the  private  pecuniary  bene- 
fit of  the  individual  banks,  while  the  graded  system,  with  its  cooperation, 
expansion,  and  amide  available  reserve,  is  chiefly  for  the  benefit  ot  the 
public.  Webster  said,  “Banks  are  made  for  the  borrowers.  They  are 
made  for  the  good  of  the  many  and  not  for  the  good  ot  the  few.”  The 
trend  of  the  provisions  of  the  ungraded  system  is  for  the  protection 
and  profit  of  the  individual  bank  even  to  the  extent  of  causing  for  its 
protection  widespread  losses  to  the  commercial  public  by  panic  and 
forced  liquidation,  while  the  provisions  of  a graded  system  have  as 
their  chief  object  the  protection  and  su]>port  of  the  business  interests 
of  the  public.  These  two  bills  now  before  this  committee  are,  there- 
fore, in  their  ultimate  analysis,  the  one,  H.  E.  9725,  a bill  for  private  ends 
and  profits,  and  H.  E,  9279  a bill  for  the  benefit  of  the  interests  of  the 

public. 

TWO  NEW  FEATURES  IN  BILL  9725. 


A clear  understanding  of  this  latter  bill,  H.E.  9279,  for  which  this  hear- 
ing is  given,  will  be  promoted  by  incidentally  explaining  and  describing 
the  true  nature  of  the  former. 

It  has  already  been  said  that  an  examination  of  bill  H.  E.  9725  shows 
that  it  does  not  change  the  banking  principle  contained  in  and  linuted 
by  the  present  national-bank  act.  The  bill  adds,  however,  two  features 
not  contained  in  that  act  by  proposing  the  issue  of  reserve  notes  to  take 
up  Government  notes  and  the  issuing  of  circulating  notes  against  bank 
assets  in  the  hands  of  the  banks. 
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These  are  details  whieh  are  not  distinctive  and  \vhieh  niiyht  be  added 
to  any  other  system  or  to  this  system  at  any  otlier  time.  Their  addi- 
tion  might  be  approved  by  some  and  disai)])roved  by  others,  bat  they 
are  only  modilications  of  the  present  national-banking  system,  and  they 
leave  it  in  its  fundamental  features  just  as  at  ))i  esent,  a series  of  separate 
individual  banks  numbered  one  up  to  over  three  thousand,  and  each 
bank  is  like  every  other  in  all  its  powers,  i)rivileges,  and  functions. 

KESERyE  NOTES. 

It  is  hardl3'^  necessary  to  consider  the  feature  of  the  bill  which  pro- 
vides reserve  notes  of  banks  in  place  of  Government  notes,  because  the 
fundamental  in-inciple  of  the  s^'stem  is  not  changed  thereby.  Also  the 
obligation  of  the  Government  regarding  the  reserve  notes  is  only  sus- 
pended or  dormant,  and  on  the  failure  or  liquidation  of  a national  bank 
it  revives.  The  relief  Irom  the  burden  of  I'edemption  is,  thei'efore,  only 
temporary,  and  it  would  be  certain  to  revive  at  a time  when  banks 
generally"  would  be  in  trouble,  and  then  the  plague  of  redemiotioii  would 
exist  as  before  and  under  the  most  unpropitious  circumstances. 

The  Government  is  too  big  to  hide  behind  the  banks.  It  must  take 
care  of  itself.  It  has  had  an  Independent  Treasury  since  1840,  and  no 
stej)  should  now  be  taken  to  obliterate  the  strong  line  of  division 
between  the  fiscal  operations  of  the  Government  and  the  commercial 
business  of  the  people. 


UNSECURED  BANK  NOTES. 

IS^or  is  it  worth  while  seriously  to  consider  the  issue  of  circulating 
notes  -by  3,000  separate  individual  baidcs  against  securities  in  their 
:>wn  i)ossession,  because  it  also  does  xiot  change  the  character  of  the  old 
system.  Moreover,  the  principle  of  a currency,  secured  bj'  assets  in 
the  hands  of  a trustee,  has  become  too  thoroughly  ingrained  in  the 
thoughts  of  the  people  to  admit  of  being  dislodged  at  the  present  time. 
Bank  notes  on  assets  in  the  hands  of  banks  are  the  most  explosive 
form  in  which  bank  credit  can  be  put,  and  bills  issued  by  3,000  baidis 
would  be  certain  to  produce  and  aggravate  a panic.  Why  does  not 
the  bill  provide  that  these  notes  shall  be  accepted  by  all  national 
banks  at  par?  Is  it  because  they  are  good  enough  for  the  people  but 
not  good  enough  for  the  banks? 

These  two  features  of  reserve  notes  and  unsecured  bills  are  joined 
together,  and  the  banks  are  re(piired  by  the  bill  to  incur  the  obligation 
Df  redeeming  the  debt  of  the  Government  assumed  by  them  as  a com- 
pensation for  the  privilege  of  an  unsecured  note  issue.  The  inducement 
held  out  to  the  banks  to  do  this  is  the  privilege  of  note  issues  on  their 
3wn  assets.  This  is  a great  concession  and  a good  source  of  income  to 
banks  and  a fruitful  one  in  losses  to  the  public. 

. THE  PUBLIC,  NOT  THE  BANKS,  SUFFER  FROM  CONTRACTION. 

Experience  has  shown  thatbaidi:s  can  exercise  the  function  of  unse- 
cured note  issue  and  continue  to  pay  dividends  even  though  the  public 
Slitters  from  the  resulting  panic.  In  1837  the  banks  continued  to  pay 
lividends  while  the  country  was  ruined  by  the  liquidation  caused  by 
the  retirement  of  their  note  issues.  Banks  have  a claim  equal  to  a 
mortgage  on  the  property  of  the  community,  and  if  a demand  for  money 
Dccurs,  they  can  force  liquidations  and  get  back  the  money  loaned. 
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though  the  borrower  is  forced  to  the  wall.  Unsecured  note  issues  con- 
tract with  greater  rapidity  than  any  other  form  of  bank  credit,  and 
are  the  greatest  source  of  danger  to  the  business  community,  but  the 
banks  themselves  do  not  suffer  from  the  contraction.  So  the  privilege 
of  note  issue  on  assets  in  their  hands  is  coveted  bj'  banks,  and  it  is 
used  in  bill  II.  K.  OTl'o  to  induce  them  to  assume  the  obligations  of 
redeeming  Government  notes,  which,  in  the  report  on  this  bill,  is 
acknowledged  to  be  a heavj-  burden. 

Granting  all  that  is  said  in  the  report  of  3’our  special  subcommittee 
as  to  the  safety  of  unsecured  notes,  the  chief  argument  against  them 
is  left  unanswered,  that  thej’^  are  like  scythes  to  mow  down  the  busi- 
ness which  the  banks  have  ci'eated.  As  Governor  Marcy  said,  in  his 
message  of  Januarv  3,  1837,  of  an  unsecured  pajier  circulation,  this  is 
an  evil  “against  whicli  it  is  the  duty  of  the  legislature  to  attbrd  ample 
and  certain  protection.” 

TRUE  NAME,  “THE  PANIC  SYSTEM.” 

Bill  n.  K.  972.5  is,  therefore,  the  present  competitive,  restrictive,  panic 
sj’stem  of  banking,  with  two  additional  features,  the  assumption  of  the 
paj^ment  of  Government  notes  and  the  issue  of  notes  on  assets  in  the 
hands  of  each  one  of  the  3,000  or  4,000  banks.  Whether  or  not  these 
two  features  are  a recommendation  or  a disadvantage,  the  underlying, 
fundamental,  controlling  characteristic  of  the  banking  sj’stem  con- 
tained in  or  proposed  by  the  bill  II.  B.  9725  is  the  same  as  contained  in 
the  national-bank  act;  that  is,  one  of  separate,  individual  banks,  no  one 
of  which  is  ditterent  in  anj"  resjiect  from  anj^  other. 

There  is  no  cooperation  between  baidis  proposed  in  the  bill,  and  in 
case  of  panic  each  of  the  3,000  banks  must  fight  for  its  own  life.  This 
produces  restriction  of  banking  facilities  at  the  first  sign  of  monetary 
distui  bailee,  nor  is  there  any  provision  for  the  support  of  commercial 
credit  in  time  of  panic.  The  true  name  for  such  a sj^stem  is  the  “panic 
system.” 


GOVERNMENT  FINANCES  SHOULD  BE  INDEPENDENT. 

I am  not  here  to  criticise  this  bill,  and  I only  point  out  its  chief  char- 
acteristics as  I understand  them,  that  this  committee  may  see  clearly 
what  is  proposed  to  accomplish  by^  bill  H.  E.  9279.  That  bill  which  is 
the  subject  of  the  present  hearing  is  a banking  and  ciu’rency  measure, 
and  has  nothing  to  do  with  the  finances  of  the  Government.  These 
two  subjects  should  be  kept  distinct.  The  independence  of  the  United 
States  Treasury  from  the  banking  operations  of  the  people  ivas  estab- 
lished, as  1 have  said,  in  1840,  and  the  advantages  resulting  to  the 
Government  from  this  separation  have  been  almost  universallj'^  acknowl- 
edged. The  financial  principle  seems  well  established  that  the  Govern- 
ment should  take  care  of  its  obligations,  and  corporations  created  by 
the  Government  of  theirs. 

If  the  Government  is  in  need  of  revenue  to  defray  its  expenses  in 
peace  or  in  war,  it  must  find  the  ways  and  means  to  raise  a revenue  suf- 
ficient to  meet  them.  If  the  demand  notes  of  the  Government  are  pre- 
sented in  excess  of  the  ability  of  the  Treasury  to  pay  them  in  coin,  the 
Government  must  find  the  ways  and  means  to  replenish  its  coin  reserve. 
If  Congress  should  decide  not  to  make  such  provision,  the  banks  must 
accept  that  decision  for  they  are  powerless  to  change  it.  Their  prov- 
ince is  to  do  business  in  the  currency  which  the  Government  provides, 


14 


1>X"ORPORATION  OF  CLEARING  HOUSES. 


not  to  decide  what  tliat  cni  rcncy  shall  be.  The  laws  of  banking'  govern 
banking  ojterations  whether  the  currency  is  silver  or  gold  or  an  irre- 
deemable ])a])er  money.  The  whole  matter  of  the  currency  of  the  Gov- 
ernment is  out.side  of  the  banking  (juestion,  and  the  two  should  be 
separated  and  taken  up  and  decided  apart  from  each  other.  The  bauk- 
ing  system  should  not  be  the  battletield  for  ■warring'  currency  factious. 

Banking  and  currency  are  matters  relating  to  cor].)orations  created 
by  tlie  (lovei'ninent  and  relating  to  the  peoj)!**.  and  to  their  commercial 
transactions,  all  ot  whom  are  ])ersons  and  subjects  of  the  Government, 
so  no  apology  is  needed  for  asking  the  atteni  ion  of  the  Committee  on 
Banking  and  Currency  to  a bill  which  treats  only  and  exclusively  of 
banking  and  currency. 

RENEFITS  OF  A GOOD  BANK  CUREENCY. 

^\  bile  Government  and  bank  currency  are  two  distinct  question.s,  it 
is  also  true  that  a good  banking  currency  will  aid  the  country  in  main- 
taining a good  Government  currency.  If  the  bank  currency  sustains 
and  protects  commercial  credit,  there  would  be  less  discussion  of  the 
money  question.  A good  bank  currency  would  give  the  advocates  of 
silver  and  hat  money  all  they  are  striving  for,  while  they  would  be 
grievously  disappointed  with  the  result  of  free  silver  anil  unlimited 
Government  currency.  The  intiation  caused  by  free  silver  or  tiat  money 
would  take  ]>lace  once,  and  that  would  be  the' end  of  it.  A few  would 
be  made  rich,  but  it  would  not  be  the  fanner,  nor  cotton  grower,  nor 
mechanic.  Gan  the  people  of  a mining  State  be  sure  that  those  who 
would  amass  tbrtuues  would  remain  in  those  States  to  spend  them? 
Would  they  not  come  east  or  go  to  London  or  Paris? 

But  a good  banking  system  would  remain  in  the  State  to  perform  its 
auctions  season  after  season  and  year  after  year,  conveying  the  life- 
dood  of  commerce  through  the  veins  and  arteries  of  the  body  commer- 
nal  that  are  now  well  nigh  bloodless  ami  paralvzed.  Free  silver  could 
lot  benetit  a mining  State  as  (;ould  free  banking  facilities'.  “Credit,” 
mid  Uauiel  Webster,  “has  done  more  a thousand  times  to  enrich 
lations  than  all  the  mines  of  all  the  world.”  So  a bill  to  protect  credit 
vill  do  more  to  enrich  the  United  States  than  its  mines  can  ever  do. 

NATIONAL-BANK  ACT  SHOULD  STAND  WI'JTIOUT  AMENDMENT. 

Bill  11.  R.  !)271)  does  not  di.sturb  or  contlict  with  the  national  bank 
act.  It  is  suiiplementary  to  it.  Popular  banks  are  ]>rovidcd  for  in 
he  national  bank  act,  and  the  measure  now  under  consideration  ]>ro- 
Doses  that  that  act  shall  stand  Avithout  amendment.  The  national- 
bank  act  is  admirable  in  all  its  provisions;  it  is  the  liower  and  tVuit  of 
lepublican  banking  legi.slation ; it  has  served  the  ])eopIe  well  these 
1 niit\  years,  it  has  their  confulenco,  and  is  eushiiued  in  their  ailec- 
lions.  A change  in  that  act  would  be  most  .isky  and  most  serious. 

. loreover,  no  changes  are  re(]uired  in  it,  for  it  is  dillicultto  see  how  a 
general  law  could  be  made  more  perfect.  Also  hundreds,  and  i)erhaps 
thousand.s,  of  legal  decisions  have  been  rendere<l  by  the  courts  defining 
the  ineauing  of  its  various  sections,  and  successive  Congresses  have 
levised  and  amended  it,  and  digests  have  been  made  of  these  decisions 
< nd  amendments  until  a code  ot  banking'  law  has  grown  up  in  the.se 
t urty-five  years  around  the  national-bank  act  Avhich  is  one  of  the  most 
A aliiable  ])roducts  of  our  national  legislation.  To  lose  all  this,  to  sweep 
1 away  with  a new  national-bank  acf,  Avould  indict  such  a loss  on  our 
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people  that  it  should  not  be  thought  of  except  under  the  direst  neces- 
sity. No  such  necessity  exists.  What  is  needed  is  to  conii»lete  the 
national  banking  system,  not  to  change  it.  Bill  H.  B.h27d  pro]iosesto  do 
that  by  incor]»orating  our  clearing  houses  under  a Federal  la\A-.  and 
thus  bring  all  banking  oi)erations  under  Federal  supervision  and  control. 

COMPLETION  OF  NATIONAL  B.VNKING  SYSTEM. 

The  concejition  of  the  framers  of  the  national-bank  act  is  thus  ful- 
iilled  by  taking  the  last  step  necessary  to  bring  all  the  banking  opera- 
tions of  the  countrv  into  the  one  svstem.  When  clearing  houses  are 
thus  incorporated  under  a Federal  hiAV,  it  Avill  be  safe  to  give  to  them 
siiecial  functions  which  can  not  be  conferred  safely  on  poiudai'  banks, 
chief  among  Avhich  is  the  iiower  to  act  as  trustees  for  the  ])ublic  by 
holding  in  trust  securities  pledged  by  ])opular  banks  against  which 
circulating  notes  may  be  issued  at  7r)  per  cent  of  their  ascertained 
A’alue,  good  and  receiAuible  at  any  clearing  house,  in  the  nation. 

This  function  can  be  safely  given  to  at  least  one  clearing  house  in 
each  State,  so  as  to  secure  a local  issue  of  (•urrency,  and  the  exercise 
of  this  function  will  remedy  the  only  defect  in  our  banking  .system, 
AA’hich  is  the  al).sence  of  the  power  of  selfpreservation  and  of  the  ])ro- 
tection  of  commercial  credit.  This  change  Avould  make  it  im])regnable, 
and.  like  our  judicial  system,  the  foremost  among  the  banking  systems 
of  all  the  nations  of  the  earth. 

THE  PROTECTION  AND  SUPPORT  OF  COMAIERCIAL  CREDIT, 

If  it  is  a.sked  Avhat  is  the  reason  for  this  addition  to  our  banking 
laAA's,  the  answer  is,  because  there  is  no  ]iroA'ision  in  the  national-bank 
act  and  none  is  proposed  in  bill  H.  R.  9725  for  the  siqiport  of  commercial 
credit,  and  for  lack  of  such  su]»])ort  we  have  .seen  of  late  years  suc- 
cessive panics  march  oA'er  our  land,  destroying  and  jirostrating  business 
almost  to  the  iioint  of  the  exhaustion  of  the  country.  Fvery  emer- 
g<*ncy  or  disaster,  or  Avar  or  rumor  of  Avar,  leveals  the  Aveakness  of  our 
.system.  Avhich  treinldes  at  the  first  api)roach  of  danger,  because  it  is 
conscious  of  its  lack  of  pi'oteetion. 

The  great  business  need  of  our  country  to-day  is  the  assurance  of 
the  protection  of  commercial  credit. 


COXIAIERCIAL  CREDIT  DEFINED. 

The  bill  which  is  the  subject  of  this  Inmring  has  foi-  its  chief  (tbject 
to  siqqiort  comnnucial  credit.  By  commercial  credit  is  meant  the 
solvency  of  sohent  individuals,  ih'ins.  and  coi'i)orations  engaged  in 
commerce  and  finance.  To  sn])port  the  credit  of  solA'ent  ])arties  is  to 
])rovid(“  means  and  measures  to  insuie  their  solvency.  Solvency  is 
that  state  of  a sound  conceni,  be  it  corporation,  tirm.  or  individuiil,  in 
Avhicli  it  is  able  to  ]trovide  the  money  nect'ssary  to  ctirry  on  its  business 
and  meet  its  obligations  out  of  its  cash  on  hand,  or  ui)on  sales  of  its 
notes  or  ])roi)eriy,  or  by  loans  thereon. 

ItisolA’eiicy  may  overtake  a concern  by  reason  of  losses  ami  misfor- 
tunes, or  insolvency  may  occur  Avhen  the  concern  has  met  no  losses  iuid 
has  anqile  bank  lialanees  to  its  credit  and  its  Ininds  full  of  good  assets, 
but  owing  to  a monetiiry  disturbance  it  (tan  not  draAv  money  from  the 
bank  or  lind  purchasei  s for  its  property,  however  low  the  ])rice  may  be 
fixed,  or  obtain  loans  on  its  notes,  howcA’er  Avell  secured  by  valuable 
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issets.  Tlie  sui)i)ort  of  coniiucrcial  credit,  wliicli  tiiis])ill  conteni])lates, 
s tliat  of  solvent  concerns  wlio  can  make  good  and  valid  obligations, 
ind  \vli(t  can  olfer  abundant  assets  as  secTirit\  for  loans,  and  of  whose 
■redit  and  ultimate  solvency  there  can  be  no  (jiicstion. 

It  might  appear  that  strong, parties,  indivi<tiials,  linns,  and  corpora- 
ionsof  the  kind  described  are  not  in  need  of  ])rotection,  but  are  amjrly 
•ble  to  take  <-are  of  tliemselves,  and  it  therelbre  becomes  necessary  to 
how  that  (tur  present  banking  system  does  not  contain  provisions  to 
tford  this  class  sure  protection  to  tlieir  solvency,  nordocsbillIl.lt. 
72.j  contain  such. 


CREDIT  3IAINTAINED  I3Y  CASH  RESERVES. 

It  is  first  necessary  to  mention  the  fact  that  all  business  is  done  on 
the  credit  system;  that  every  concern  or  individual  having  a sui'jdus 
( f rrnemployed  cash  will  seek  immediately  to  invest  in  some  productive 
t rin)loynierit  as  much  of  its  idle  cash  as  may  not  be  needed,  retaining 
(Illy  so  much  thereof  as  may  be  required  tiMueet  demand  calls.  This 
ii  the  uinversal  pnictice  in  all  business,  whether  commerce,  rnariufac- 
tare,  agriculture,  mining,  banking,  or  any  other  employment.  Each 
( ejiartment  of  business  has  its  rule  as  to  the  safe  amount  whicli  can  be 

i ivested  in  a permanent  way  and  what  percentage  of  cash  may  be 
required  to  insure  ability  to  meet  all  demands  for  cash.  This  percent- 
ige  of  idle  or  uninvested  money  each  concern  calls  its  reserve.  The 
continual  iiuestion  among  all  corporations  and  businessmen  is  as  to 
tire  amount  cd’  cash  which  should  be  kept  on  hand  to  insure  solvency. 
On  the  one  hand,  there  is  the  necessity  of  solvency,  and  on  the  other 
tie  desire  to  keep  all  capital  employed-,  and  thei-e  m a continual  strife 
letween  the  two.  The  difticrrlty  in  arriving  at  the  correct  ratio  is  so 
^reat  that  it  has  been  found  necessary  to  regulate  by  statute  the  per- 
centages ot  reserves  which  shall  be  carried  by  Itarrks  and  insrrrance 
companies. 

THE  CREDIT  SYSTEOI  UNIVERSAL. 

lids  survey  shows  that  the  whole  business  community  is  conducting 
iis  Dusiness  of  every  shai)e  and  de.scription  on  the  cl-edit  luinciple. 
Ihe  basis  of  the  ideaof  ciTdit  is  that  the  business  world  has  contidence 
t rat  a tirm  or  corporatiorr  can  conduct  its  business  safely  with  a cash 
reserve  and  that  markets  and  baidcs  will  be  open  for  sales  and  loans  to 
p .'ovide  all  its  possible  needs. 

There  is  a mutual  dependence  of  all  departments  of  business  each 
n oon  the  otlu'r,  and  if  this  cooperation  does  not  exist  solvency  can  not 
bj  maintained.  Keserves  must  be  kept  tq)  and  be  available,  or" solvency 
is  destroyed.  ^Markets  must  be  open,  or  business  comes  to  an  end. 
banks  must  be  able  to  discharge  all  their  functions,  or  business  must 
b3  suspended  and  markets  must  be  closed. 

All  business  being  thus  mutually  dependent  and  transacted  on  the 
])  -inciples  of  the  crcalit  system,  it  follows  that  each  one  and  all  of 
tl  e 1,0.S0.()00  linns,  cori)orations,  and  individuals  engaged  in  business 

ii  the  United  States,  according  to  mercantile  reports,  are  doing  busi- 
11  iss  on  credit,  all  have  a cash  reserve,  greater  or  smaller,  and  all  have 
a;  sets,  which  in  case  of  need  they  would  turn  into  cash,  either  by  sale 
o!  direct  ])ledge  or  by  making  jmper  against  them  if  their  standing  and 
r<  sponsibility  would  enable  them  to  do  so. 

It  can  be  safely  said  that  there  are  no  linns,  individuals,  or  corpora- 
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tions  doing  business  in  the  United  States  on  a strictly  cash  basis;  that 
is,  no  linns  have  all  their  cash  in  coin  in  their  own  custody  and  pay 
coin  for  all  purchases  and  sell  only  for  coin  on  deliveiy,  A linn  doing 
business  in  that  manner  would  soon  tind  themselves  distanced  by  com- 
petition and  unable  to  make  money. 

CREDIT  SYSTEM  MUST  BE  PROTECTED. 

Tlie  basis  of  all  business  in  the  United  States  being  the  credit  sys- 
tem, every  business  man  is  vitally  interested  in  having  the  credit  sys- 
tem work  smoothly.  He  first  wants  to  be  absolutelv  snie  that  his 
reserve,  which  he  calls  his  cash  on  hand,  is  at  all  times  subject  to  his 
demand.  This  means  that  the  banks  which  are  the  custodians  of  his 
cash  shall  be  at  all  times  ready  to  respond  to  his  calls,  even  if  he  should 
ask  for  the  payment  of  all  that  is  due  him. 

He  wants,  secondly,  that  in  case  of  need  he  shall  be  able  to  increase 
his  cash  means  by  pledge  of  either  his  credit  or  his  assets  for  a tem- 
porary loan  if  the  casli  reserve  he  has  inmvided  has  been  diminished  or 
exhausted,  and.  thirdly,  he  wants  the  markets  o]»en  so  that  he  may  sell 
his  inoperty  without  sacritice  on  the  basis  of  a fair  return  to  himself 
and  a fair  equivalent  to  a buyer. 

ALL  THE  NATION  INTERESTED. 

This  describes  the  condition  and  business  wants  of  the  1,080,000 
individuals,  linns,  and  cori>orations  doing  business  in  the  United 
States.  Of  these  there  are  about  10,000  banks  and  1,070,000  other 
concerns  and  individuals. 

These  1,070.000  individuals,  linns,  and  corporations  re]>resent  those 
who  are  the  owners  of  the  manufactories,  trading  com})auies,  and  linns 
of  the  manifold  descriptions  which  go  to  make  up  the  various  occupa- 
tions of  the  people  of  the  United  States.  They  are  the  ones  who  give 
employment  to  the  ihoOO.OOO  employees  engaged  in  raihoad  and  other 
trausi)ortation;  they  pay  the  wages  of  the  b,(i()0,000  operators  in  our 
factories  of  all  kinds;  they  hire  the  4. 1*00,1)00  women  and  men  who  are 
engaged  in  domestic  and  personal  service;  they  ultimately  pay  the 
salaries  of  the  1,000,000  men  and  women  engaged  in  professional  work. 
They  are  the  busy,  thinking,  energetic,  active,  pushing  men  who  are 
doing  the  manufacturing,  merchandising,  and  trading  of  our  country, 
and  the  welfare  of  their  employees  and  (kpendents,  and  thus  of  the 
whole  country,  rests  on  the  orderly  M orking  of  the  credit  system.  If  a 
panic  comes  to  upset  that  system,  then  distress  is  not  only  felt  by  the 
1,070,000  individuals,  lirms,  and  corixmations  engaged  in  business,  but 
by  all  their  dependents,  and  the  legislators  who  can  devise  and  enact 
a law  which  will  support  the  credit  system  will  confer  a benetit  on 
every  man,  woman,  and  child  throughout  the  natiou. 

This  view  of  reserves  is  from  tlie  standpoint  of  the  1,070,000  concerns 
who  make  up  the  business  community.  We  sometimes  limit  reserves 
to  the  idle  cash  held  by  banks,  but  in  a true  sense  every  business  con- 
cern has  its  separate  reserve,  and  it  is  represented  by  its  bank  balance 
or  (juick  securities.  Bank  balances  should  beregauied  as  the  reserves 
of  the  country. 

PRESENT  BANKING  SYSTEM  PRECARIOUS. 

We  can  now  see  how  precarious  is  the  monetary  situation  in  the 
United  States  if  the  country  banks,  as  they  are  permitted  to  do  under 
I 0 II 2 
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1 lie  imti()iiiiM)aiik  net,  imilitHliatdy  ]»‘ii(l  out  fioin  T.')  to  85  i>er  cent  of 
1 liese  reserves  and  then  send  one-half  or  two  thirds  of  tlie  roinainiiig 
i ash  to  reserve  agents,  who  in  turn  loan  out  75  ])er  cent  of  the  cash  re- 
ierve  .sent  to  them  and  liold  tlie  balance,  not  as  a s]tc(*ial  fund  for  the 
benetit  of  the  banks  whose  re.serve  it  is,  but  iiicrge  it  into  their  common 
leserve  on  all  their  general  depo.dts,  and  at  the  same  time  have  no  way 
of  repaying  the  reserves  thus  contided  to  them  if  an  emergency  ari.ses, 

4 xcejit  by  forcing  liiiuidatioiis  on  the  liorrowing  public.  The  banks 
bold  the  reserves  of  the  public  ostensibly  on  demand  and  then  juit  80 
per  cent  thereof  beyond  their  call.  This  inactice  is  a distinct  weaken- 
ing of  the  banking  situation  if  there  is  no  way  by  which  the  banks  can 
get  back  this  money  except  by  distre.ssing  borrowers. 

Sujipose  it  should  happen  that  all  the  deposit  reserves  should  be 
(ailed  for  by  out-of-town  bank.s,  then  a simple  calculation  shows  that 
the  banks  in  re.serve  cities  would  hardly  be  left  with  more  than  5 jier 
(ent  in  cash  on  their  remaining  deposits,  which  would  then  amount  to 
j bout  8750,000,000. 

This  state  of  atfairs  would  be  very  alarming  in  any  less  intelligent 
(ountry  than  the  Lnited  States,  and  it  ex])o.se.''  even  us  to  a constantly 
lecurring  liability  to  spasms  of  apprehension  and  panic,  during  wddeh 
Ihe  three  objects  desired  by  the  business  community  and  necessary 
1 )r  the  support  of  the  credit  .system  are  imperiled,  viz,  the  payment  ()f 
bank  balances  in  cash,  and  the  granting  of  needed  loans  to  thc'bu.siness 
(onimunity,  and  the  keeping  of  markets  open. 

PROTECTION  TO  CREDIT  RY  A SOUND  CREDIT  CURRENCY. 

The  simple  expedient  necessary  to  prevent  this  liability  to  apprehen- 
.‘ion  is  to  enact  laws  to  protect  reserve.s.  not  only  the  reserves  of  the 
1 anks,  but  the  reserves  of  the  business  community  rei)resented  by 
1 ank  deposits,  and  to  give  banks  the  power  to  grant  accommodations 
i s needed. 

The  ])ower  to  issue  a credit  curiency  will  do  it,  provided  it  is,  as 
I’rofessor  Sumner  expresses  it,  of  a credit  which  can  not  fail  in  the 
^.'ildest  ]»anic." 

A credit  currency  issued  by  3,000  local  banks  on  assets  in  their  own 
1 ands,  as  proposed  in  bill  11.  K.  9725  would  not  answer.  In  a wild  ])aiuc 
that  w’ould  fail.  It  must  have  a credit  second  only  to  the  Government, 

A hich  wdll  enable  it  to  circulate  freely  from  one  end  of  the  country  to 
tlie  other,  because  it  is  to  do  the  service  of  maintaining  the  reserves  of 
ill  the  1,0(0,000  individuals,  tirms,  and  corporations  who  are  bearing 
the  business  burdens  of  the  entire  country  and  are  iiaying  the  salaries 
I ml  wages  of  the  15,000,000  to  17,000,000  workers,  men  and  women, 
uigaged  in  hone.st  labor.  It  must  be  a currency  which  will  go  at  par 
t om  Maine  to  Texas  and  up  to  the  farthest  point  of  Alaska.  It  must 
be  able  to  support  the  credit  of  a solvmnt  tirm  or  corporation  in  Massa- 
( husetts  by  paying  a debt  due  in  Iowa,  or  vice  versa.  The  transactions 
under  the  credit  system  are  so  interlaced  and  interwoven  all  over  the 
( ountry  that  that  .sy.stem  can  not  be  sipiported  except  by  a currency  of 
1 niversal  credit.  The  clause  in  the  charter  of  the  Bank  of  France 
ftates  it  plainly  thus:  “The  essential  interests  of  the  country  imperi- 
(usly  demand  that  every  bank  bill  declared  to  be  lawful  money  .shall 
1 e able  to  circulate  equally  in  all  parts  of  the  land.’- 

EFFECTS  OF  APPREHENSION. 

Whenever  a spasm  of  apprehension  comes,  which  of  late  years  has 
1 een  almost  a chronic  condition,  the  banks  sto]>  lending  or  disuniting 


INCOHPORATK5N  OF  CLEARING  HOUSES. 


19 


V 


and  thus  stop  much  lu-oductive  business.  That  is  the  first  effect.  By 
it  the  availability  of  the  collateral  security  re.serves  of  business  hou.ses 
in  tlie  shape  of  bonds  and  dividend  jiaying  stocks  is  cut  off.  and  they 
must  depend  on  their  cash  or  bank  deposit  rc.'ierves  only.  If  the  api>re- 
hension  dee])ens.  even  the  use  of  this  cash  reserve  is  diminished  and  a 
next  step  is  taken  when  the  banks  find  it  necessary  to  strengthen  their 
own  cash  reserve  by  absorbing  cash  from  the  general  imblic.  The 
movement  is  a progressive  one,  and  the  tightening  goes  on  until  enough 
of  the  life  blood  of  commerce  is  sipieezeil  out  of  the  general  public  to 
restore  reserves  and  to  ndieve  the  banks  of  the  danger  caused  by  the 
paucity  of  their  cash  ou  hand. 

The  diminution  of  the  re.serves  of  business  houses  must  take  jdace  at 
the  same  time  with  a diminution  of  bank  reserves — that  is,  loans  are 
wanted  when  banks  are  least  able  to  respond.  The  demand  always 
comes  wdien  the  sup]dy  is  lowest.  The  mode  by  which  this  dilemma 
may  be  avoided  is  by  the  creation  of  money  to  serve  for  the  temporary 
emergency. 

The  bank  has  no  money  to  lend,  its  cash  being  reduced  to  the  lowest 
percentage  of  required  reserves;  but  the  borrower  has  good  security 
and  needs  monev. 


RELIEF  THROUGH  INCORPORATED  CLEARING  HOUSES. 

It  is  in  this  juncture  that  the  measure  propo.sed  in  bill  9279  would 
bring  relief.  Under  the  restrictive  system  the  borrower  w^ould  have  to 
go  without,  and  he  would  sacrifice  just  so  much  of  his  property  as  was 
necessary  to  maintain  his  solvency.  In  an  active  business  this  frequently 
causes  a final  liquidation,  which  is  commercial  death.  But  with  a sys- 
tem of  incorporated  clearing  houses,  such  as  is  proiiosed  in  bill  9279, 
such  a contingency  could  not  occur.  Banks  could  always  get  advances 
to  enable  them  to  jiay  dejiositors  and  to  lend  customers  all  the  money 
needed  for  legitimate  purposes. 

Clearing  hou.ses  incorporated  under  a Federal  law,  as  projiosed  in  this 
bill,  would  be  authorized  to  receive  bank  assets  from  their  bank  mem- 
bers, and  advance  75  jier  cent  of  their  estimated  value  in  notes  created 
for  the  purpose,  whose  credit  could  not  be  (lue.stioned  from  Maine  to 
Alaska,  because  the  notes  are  receivable  at  any  clearing  hou.se  in  the 
land,  and  there  is  a trustee  to  act  for  the  note  holder  who  has  in  his 
l»os.sessiou  anijile  collateral  .security,  and  whose  faithfulness  to  his  trust 
can  not  be  que.stioned.  That  trustee  is  the  clearing  house.  This  is 
not  an  inflation,  or  the  creation  of  capital,  for  that  existed  before  in  the 
security,  but  it  is  a change  of  its  form  into  a circulating  medium,  on 
the  assumption  that  when  the  round  is  ])erformed  by  the  circulating 
notes  the  borrower  will  have  disposed  of  enough  ]iroperty  in  the  ordi- 
nary course  of  his  biLsiness  to  secure  the  cash  needed  to  retire  the  notes. 
This  is  a most  beneficent  o])eration  from  every  point  of  view,  as  it  bene- 
fits everyone  concerned  therein  and  is  done  with  entire  safety  to  all. 
The  proof  of  its  goodness  is  that  it  may  be  done  to  any  extent  which 
legitimate  business  demands. 


IDEA  SUGGESTED  BY  CLEARING-HOUSE  CERTIFICATES. 

The  idea  of  this  form  of  currency  was  suggested  by  clearing-house 
certificates,  with  which  the  public  has  become  familiar  in  recent  years. 
The  methods  which  have  been  so  successful  in  producing  abs(dute  safety 
ill  these  certificates  have  been  applied  to  the  proposed  currency.  The 
object  aimed  at  was  to  produce  as  strong  a currency  as  the  banks  could 
make  so  that  it  could  not  fail  to  be  good  in  any  panic. 
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If  the  unsecured  notes  of  3,000  banks  are  good  as  said  in  the  report 
of  your  subcommittee,  these  secured  notes  of  43  State  clearing  houses 
would  be  immeasurably  better. 

DIFFERENCE  BETWEEN  CLEARING-HOUSE  CURRENCY'  AND  CERTIFI- 


CATES, 


The  great  diO'erence  between  clearing  house  currency  and  clearing- 
h(  use  certiticates  is  that  in  one  case  the  currency  is  i)aid  out  and  the 
re  serves  are  kept  intact,  while  in  the  other  the  precious  reserves  are 
l)j  id  out  and  the  certiticates  held  in  their  place.  This  latter  act  is  an 
in  iactiou  of  the  law  as  to  reserves  which  the  country  winks  at. 
Clearing-house  certiticates  can  not  be  used  to  any  extent  outside  of  the 
gi  eat  centers,  and  they  are  a dangerous  resource  at  all  times,  while  clear- 
in  g-house  currency  could  be  used  everywhere  and  at  all  times  with 
sa  tetv. 


Clearing-honse  currency  is  therefore  a source  of  strength  to  banks, 
w lile  clearing-house  certiticates  are  an  evidence  of  weakness. 

Another  difference  is  that  clearing  house  currency  would  forestall  and 
pi  event  a panic,  while  certiticates  are  issued  after  a panic  has  taken 
pi  ice.  One  is  preventive,  the  other  is  remedial.  The  old  saying  is  very 
tr  le  that  an  ounce  of  prevention  is  worth  a pound  of  cure. 

I 'learing  house  currency,  therefore,  is  not  an  experiment,  for  the 
lii  lited  and  extra-legal  form  of  clearing-house  certiticates  has  many 
times  brought  safe  and  certain  relief  to  banks  in  reserve  cities.  tShould 
u(  t that  be  legalized  which  has  been  well  done  extra  legally  and  should 
in  t the  benefit  of  the  relief  be  given  to  all  the  C(mntry  which  has  hith- 
er ;o  been  enjoyed  by  only  a part? 


WITHDRAWAL  OF  BANKING  FACILITIES  CAUSES  PANIC. 


Times  of  apprehension  such  as  we  have  just  been  considering  come 
w len  any  great  emergency  presents  itself.  If  borrowers  can  get  all  the 
m iney  they  want,  there  is  no  panic,  but  our  banking  reserves  under 
the  national-liank  act  are  so  small  that  a general  loss  of  o per  cent  of 
d(  posits  precipitates  a imnic.  This  has  brought  our  banking  system 
in  o what  may  properly  be  called  a chronic  panic. 

During  the  ]mst  fourteen  years  we  have  had  a succession  of  panics, 
each  one  caused  by  a special  difficulty,  but  they  all  have  their  explana- 
tinii  in  the  one  fact  that  our  banking  system  has  no  provision  within 
it!  elf  for  self-protection.  In  18S4  the  failure  of  the  ^Metropolitan  Bank 
w IS  said  to  have  caused  a panic.  Xot  so.  The  panic  was  caused  by 
th  e fact  that  banks  under  our  system  could  only  protect  themselves  at 
tl  e exiiense  of  the  public.  The  withdrawing  of  banking  facilities  when 
m )st  needed  was  the  cause  of  the  panic.  That  was  true  also  in  18P3, 
w len  the  silver  scare,  took  i>lace,  as  is  so  strongly  and  truly  stated  in 
31  r.  Parson's  letter,  and  in  1895,  when  the  Venezuela  message  Avas 
is  med.  These  were  occasions  which  revealed  the  weakness  of  oiir  sys- 
te  !U.  The  irritating  causes  come  in  many  different  ways,  but  the  defect 
in  the  system  is  always  the  same. 

What  will  be  the  effect  of  a declaration  of  Avar  Avith  Spain  ? We  can 
n<  t tell,  but  this  Ave  know,  that  under  our  system  a general  withdraAval 
fo  ‘ hoarding  purposes  of  5 per  cent  of  banking  dejiosits  all  over  the 
cc  nntry  Avould  leave  the  banks  unable  to  discount  or  to  sustain  credit, 
oi  to  preA’eut  a panic.  We  are  under  the  shadow  of  that  danger  all  the 
ti:  ne. 
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THE  REMEDY  IS  SIMPLE. 


3Ve  can  talk  about  it  freely  because  the  remedy  is  so  simple.  *\.ll 
that  is  needed  is  to  incorporate  our  clearing  houses  under  a Federal 
law,  and  give  to  at  least  one  in  each  State  the  poAver  to  receiAe  from 
its  bank  members  bank  assets,  and  issue  thereon  at  75  per  cent  of  their 
ascertained  value  circulating  notes,  good  at  anj’  clearing  house  in  the 
land.  Then  all  danger  of  panic  is  removed. 

France  Avith  her  38,500,000  inhabitants  has  a reserve  in  the  Bank  of 
France  of  8000,000,000,  in  addition  to  reserves  held  by  other  French 
banks.  Germany  has  given  to  a fcAv  of  her  banks  a reserA’e  jiower  to 
issue  currency  Avithont  limit,  Avhich  is  jiractically  a reserve  of  lOO  per 
cent  of  banking  obligations.  These  enormous  reserves  preserve  those 
countries  free  from  panic.  3Ve  are  on  the  verge  of  Avar  with  Spain,  and 
our  national  banks  hold  less  than  20  per  cent  of  their  obligations  in  law- 
ful money,  and  the  iierceutage  of  all  banks,  national.  State,  and  pi  iA'ate, 
is  still  less. 

AMPLE  AA'AILABLE  RESERVE  REQUIRED. 


Tills  is  totally  inadequate  to  jirotect  and  siipiiort  commercial  and 
banking  credit  in  the  United  States,  as  avc  know  by  our  numerous  panics 
in  late  years.  An  ample  available  resei  A'e  in  the  form  of  a legal  jioAver 
to  issue  a bank  currency  of  undoubted  credit,  secured  by  collateral  in  the 
hands  of  trustees,  to  the  jiar  of  the  capital  of  the  commercial  banks  of 
the  country,  Avhich  Avould  be  from  8000,099,900  to  81,000,000,000,  is 
needed  to  jilace  our  banking  system  on  a sure  foundation. 

This  is  the  one  Avar  measure  which  transcends  in  imjioi’tance  all  other 
Xireparations  for  the  national  defense,  because  it  protects  and  sustains 
commercial  and  banking  credit  and  Avith  it  the  Avelfare  of  CA'cry  man, 
Avoman,  and  child  in  our  country. 


TAVO  BANKING  SYSTEMS. 


You  have  before  you  the  Iavo  banking  systems.  One  is  the  comiieti- 
tive,  restrictive,  liquidating,  panic-producing  system,  which  has  resulted 
year  after  year  in  spasms  of  aiiprehension  which  too  often  haue  pro- 
duced commercial  death  to  our  business  men.  The  other  is  the  coojier- 
atiA’C,  protectiA-e.  sustaining  system  of  an  ainjile,  aATiilable  banking 
reseiwe,  Avhich  ])roduces  stability  and  Avill  jirotect  us  from  jianics. 

The  banking  system  of  France  Avas  adopted  in  the  stress  of  the  revo- 
lution of  1848,  and  for  lifty  years  it  has  maintained  an  unbroken  record 
for  soh'eucy  and  strength.  It  Avas  a Avar  measure  and  strength  to  resist 
assaults  upon  credit  Avas  the  chief  object.  An  emergency  is  needed  to 
shoAv  us  in  the  United  States  Avhat  is  required  to  make  our  banking 
system  equally  strong  Avith  that  of  France.  An  earthen  embankment 
is  the  simplest  thing  in  nature,  but  it  makes  a fortress  Avhich  no  can- 
nonading can  throAv  down.  So  an  ample,  available  reserve  is  the  sim- 
jilest  thing  in  banking  and  the  easiest  to  construct  by  hiAv,  but  it  giA’es 
to  a banking  system  a solidity  and  stability  Avhich  no  jianic  can 
OA'erthrow. 

TAVO  BANKING  BILLS. 


4 


Gentlemen,  you  have  before  you  tAAO  bills,  re])resenting  the  tAA'o  sys- 
tems of  banking.  Will  you  adAmcate  that  Avliich  is  chiedy  for  the 
benefit  of  the  banks,  or  that  which  Avill  benefit  all  the  people  of  our 
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land?  Will  you  join  the  tlieoiists ’nho  have  an  untried  scheme  they 
vii  h to  experiment  with,  or  will  you  act  as  patriots,  ami  in  the  liji'lit  of 
exjierience  advocate  a law  which  shall  protect  the  commercial  and 
banking  credit  of  the  United  States  against  internal  dangers  and  so 
make  the  nation  able  to  meet  and  overcome  all  foreign  foes? 


luring  the  reading  of  the  foregoing  i)aper,  the  following  took  ])lace: 
ilr.  Cox,  When  you  speak  of  1,07U,(IOO  i)eople  engaged  in  business, 
do  yon  include  the  farmers  of  the  country? 
i ir.  ( i ILMAN.  No,  sir. 


'"he  Chairman.  You  spoke  of  ditlei cut  panics.  Can  not  you  give  us 
tht  dates  of  those  different  panics  ? 

? Ir.  CriLMAN.  Yes,  sir. 

? Ir.  Fowler.  In  regard  to  the  ^Metropolitan  IJank,  is  it  not  a fact 
tin  t they  had  the  arrangements  all  made  for  carrying  over  that  bank 
by  taking  its  assets,  and  that  there  was  only  one  man  that  [)reveiited 
it  ? In  your  Judgment,  if  that  had  been  done,  would  we  have  had  that 


pa  uc  ? 

. Ir.  Gillian.  I M ould  have  to  refresh  my  memory 

Mr.  Fow  ler.  That  is  the  fact,  Mr.  Gilman,  that  one  man  prevented 
tin  ir  taking 

The  Chairman.  Who  was  the  man  ? 

dr.  Gilman.  I think  the  panic  was  on  us  at  that  time.  It  was  caused 
by  the  operations  of  the  bank  as  well  as  by  its  failure. 

dr.  Fowler.  These  men  were  together,  and  one  of  the  men  refused 
to  take  these  assets;  they  had  to  carry  the  bank  through.  Now,  if 
thny  had  done  that — I have  been  t(dd  that  by  one  of  the  men  that  was 
on  the  committee — do  you  think  we  would  have  had  that  panic? 

dr.  Gilman.  The  occasion  would  have  been  removed. 

‘dr.  Fowler.  Y"our  statement  in  that  respect,  in  view  of  the  facts  in 
th  i case,  would  hardly  be  correct.  M ould  it  ? 

dr.  Gilman.  I think  it  corresponds  exactly  with  my  statement.  The 
didicultv  was  in  the  banking  system  and  not  in  the  occasion.  Every 
til  le  a panic  takes  place  it  is  a revelation  of  the  defect  in  the  system, 
and  that  may  arise  from  a nundier  of  causes. 

Mr.  Fow  ler.  This  was  a revelation  of  the  si>eculation  of  the  presi- 
de it,  that  caused  the  withdrav  al  of  banking  fam'lities. 

ITie  Chairman.  Do  you  mean  to  say  the  banking  conditions  are  a 
fri  itful  source,  or  rather  the  soil  in  which  that  seed  was  planted? 

VIr.  Gilman.  Yes,  sir;  that  is  what  I have  said.  That  was  true  also 
in  liSOd,  M hen  the  silver  scare  took  ]dace. 

Mr,  Gilman  completed  the  reading  of  his  pajier.) 

I'he  Chairman.  There  are  a few  questions  that  I would  like  to  ask. 
IIo  M-  would  you  constitute  the  capital  of  this  clearing  house  ? 

Mr.  Gilman.  The  clearing  houses  do  not  require  any  capital.  They 
ha  ve  a tinancial  resjionsibility  eipial  to  all  the  capital  and  surplus  of 
all  their  members. 

The  Chairman.  They  would  be  made  up  of  the  banks — the  banking? 


Mr.  Spalding.  No,  the  assets. 


The  Chairman  (continuing).  AVould  constitute  the  capital,  and  then 
you  would  alloM-  them  to  use  currency  instead  of  the  bank.  Then  cur- 
re  icv  would  freelv  issue  and  thev  would  loan  this  currenev  to  the  banks 

4/  C ^ C/ 

or  simply  furnish  it  to  them? 

Mr.  Gilman.  Each  clearing  house  would  have  the  jiower  under  this 
hi  1 to  fix  the  rates  of  interest  which  the  borrowing  bank  should  pay. 
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The  profit  on  the  loans  would  be  for  the  benefit  of  all  the  members  of 
the  clearing  house. 

The  Chairman.  After  one  or  tu'o  questions,  I suppose  Mr.  McCleary 
would  have  the  right  to  ask  questions,  and  1 will  yield  the  door  to  him 

HOWL 

Air,  lIiLL.  I would  like  to  ask  a question  as  to  the  understanding  of 
a single  point.  Do  you  projiose  to  substitute  clearing-house  currency 
for  further  issues  of  bank  eurrenev  in  case  of  necessitv? 

Air.  Gilman.  In  case  of  necessity. 

Air.  Hill.  What  iirovision  do  you  make  for  the  redemption  of  your 
clearing-house  currency?  It  is  a demand  note  issued  in  small  amounts 
or  large  amounts  as  the  clearing  house  sees  lit.  In  other  M'ords,  it  is  a 
direid  substitute  M'ith  all  the  qualilications  and  all  the  provisions  that 
the  bank  note  has? 

Air.  Gilman.  Yes,  sir. 

Air.  lliLL.  What  provision  do  you  propose  to  substitute  for  redemp- 
tion— 

Air.  Gilman.  The  redemption  is  made  by  the  bank  as  it  would  jiay  a 
check.  It  is  not  a substitute  for  redemption,  it  is  the  most  direct  and 
summary  form  of  redemption. 

Air.  Hill.  I understand  it  is  now  payable  back  to  the  bank  which 
issues  it,  and  it  returns  it  M’ith  the  certificate  issued  to  it.  On  the  other 
hand,  the  bank  could  not  present  it  to  the  clearing  house  of  issue  and 
have  it  paid.  It  must  come  back  through  the  source  in  which  it  Avent 
out.  A'ou  propose  to  issue  it  to  a third  party  and  they  can  present  it 
direct  for  iiayment  ? 

Air.  Gilman.  A'es,  sir. 

Air.  Hill.  Nom’,  what  iirovision  is  made  for  the  general  clearing 
houses  redeeming  them  ? They  have  no  cash  on  hand  and  never  have 
had. 

Air.  Gilman.  A clearing  house  is  a place  where  the  solvency  of 
banks,  corporations,  firms,  and  individuals  is  brought  to  a daily  test. 
This  is  done  by  offsetting  debits  and  credits  and  paying  debit  balances 
in  cash.  No  surer  method  of  redeeming  bank  notes  can  be  found  than 
to  require  their  payment  through  clearing  houses.  These  notes  are 
receivable  at  any  clearing  house  in  settlement  of  balances,  and  would 
be  received  by  any  bank  in  payment  of  any  debt  or  liability  to  it.  They 
are  like  bank  checks.  They  are  forwarded  by  the  banks  for  collection 
to  the  banking  associations,  from  one  to  another,  just  as  they  send 
checks  for  collection  noM%  and  in  that  M ay  the  amount  is  kept  down  to 
the  lowest  point  of  needs  of  the  business  community.  Dut,  on  the  other 
hand,  if  the  bank  that  has  made  a loan  M’ishes  to  take  up  that  loan,  it 
can  deposit  any  form  of  legal-tender  or  clearing-house  notes,  no  matter 
by  M’hom  issued 

Air.  Hill.  But  in  the  interim,  M’hile  they  do  not  M'ish  to  take  it  up,  it 
is  still  redeemable  at  the  clearing  house. 

Air.  Gilman.  Yes,  sir;  it  must  be  received  at  the  clearing  house  and 
redeemed  by  the  bank, 

Mr.  Hill.  It  is  only  redeemed  by  the  bank 

Air.  Gilman.  As  m’cII  as  by  the  clearing  house. 

Air.  Hill.  Exactly;  that  is  Mhat  I siijiposed.  But  Mhat  provision 
has  the  clearing  house  to  redeem  it,  with  no  money  on  hand? 

Air,  Gilman.  The  same  as  any  check.  Checks  are  paid  at  all  clearing 
houses  to  the  amount  of  850,()00,(K)u.(H)0  per  annum.  The  collection 
would  give  the  banks  no  trouble,  because  they  Mould  simply  foiMvard 
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tl  e notes  lor  collection  to  the  bank,  and  the  pa\  inent  would  have  to  be 
n)  ide  Payment  is  reiiuired — cash  jjayinent. 

Mr.  Fowler.  I understand  Mr.  Hill’s  question  was,  How  do  they  pay 
it.'  They  do  not  pay  it  at  all.  They  act  as  a ;*:ents  to  forward  it  tor 
C(  llection. 

Mr.  Gilman.  They  ]mt  it  to  the  credit  of  the  depositor;  that  is  pay- 
ment. They  pay  it  out  or  send  it  on  for  collection,  as  they  choo.se. 

Mr.  Hill.  They  issue  a eertiticate  of  credit  to  a bank,  and  that  cer- 
ti  icate  of  credit  performs  the  function  of  a bank  bill.  Now,  then,  sup- 
])(  se  the  bank  has  taken  it  out  against  time  securities.  Then,  of  course, 
tl  ey  have  to  be  responsilile,  as  they  would  for  the  payment  of  their  own 
bi  nk  notes.  But  where  is  the  power  of  the  clearing  house  in  the 
m Jantime  ^ 

The  Chairman.  What  IMr.  Hill  desires  to  know  is  what  you  mean 
w leu  you  say  “the  party’’  will  redeem  it.  AVhat  party?  Where,  who, 
h«  'W  ? 

Mr.  Gilman.  The  operation  is  a very  simple  one,  indeed.  The  bank 
Wiich  wishes  to  take  out  clearing-house  currency  would  apply  to  the 
cl  jaring  house  and  deposit  securities,  and  if  the  securities  were  approved 
by  the  loan  committee,  the  clearing  house  would  issue  its  notes  to  the 
bi,nk  at  75  j)er  cent  of  the  ap]>raised  value  of  the  .securities.  The  bank 
w luld  then  use  the  notes  for  the  i)ayment  of  dej)ositors  or  any  ])urpose 
in  the  ordinary  course  of  their  business.  Those  bills  might  come  on  to 
N jw  York,  and  if  they  were  sent  to  us,  for  instance,  we  might  pay  them 
01  t or  deposit  them  in  our  baidi.  Our  bank,  if  it  had  an  accumulation 
oi  those  notes  more  than  it  could  use  to  advantage,  would  sort  them 
01  t 

The  Chairman.  When  you  say  “ more  than  they  could  use  to  advaii- 
tage”  what  do  you  mean;  do  you  mean  pay  them  out  ? 

Mr.  Gilman.  Yes,  sir;  more  than  they  can  pay  out  in  the  ordinary 
cc  urse  of  their  daily  operation.s — thej'  would  sort  out  those  notes  and 
forward  them  to  the  difterent  centers  of  collection. 

Mr.  Hill.  Clearing  houses 

Mr.  Gilman.  Or  to  their  correspoiulents  for  collection,  the  same  as 
ai  y draft.  They  would  then  be  presented  to  the  bank  that  had  made 
tie  obligation.  They  would  be  its  demand  obligation. 

Mr.  Hill.  How  do  they  identify  them  ? 

Mr.  Gilman.  The  bill  iirovides  that  the  notes  shall  state  on  the  face 
to  whom  they  are  issued,  and  the  bank  whose  demand  obligation  they 
aie  must  pay  them  in  cash  that  is  satisfactory  to  the  clearing  house. 

If  $1,000  of  them  are  presented,  the  bank  would  send  $1,000  of  gold 
01  currency  or  a check  or  whatever  would  be  acce])table  to  the  clearing 
h(  use  that  had  issued  them,  and  that  must  be  done  on  the  day  that 
d»  mand  is  made  for  the  juirpose  of  securing  ab.solute  jiayment  of  the 
iK'tes,  and  to  keep  them  at  the  lowest  point  that  is  needed  for  the 
di  mands  of  business. 

Mr.  Hill.  Then  it  resolv^es  itself  practically  into  an  uidimited  issue 
of  the  bank  bill  by  the  individual  banks,  with  the  guarantee  of  all  the 
bi  nks  composing  the  clearing  hou.se,  and  the  ba^ik  itself  must  provide 
it;  own  redemption,  and  not  the  clearing  house  for  the  redemption  of 
tl  e money. 

Mr.  Gilman.  Yes,  sir;  if  you  will  allow  me 

51r.  Cox.  It  does  not  go  that  I'ar  by  a long  shot. 

Mr.  Capron.  That  is  the  point.  In  regard  to  the  return  of  the  note 
to  the  clearing  house,  won’t  you  explain  that  ? 

51r.  Hill.  Your  illustration  of  France  and  Germany  is  utterly  incon- 
si  itent,  I think  you  will  find,  if  you  will  examine  carefullv  the  French 
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and  German  systems,  because  they  are  required  to  hold  .33  per  cent 
reserve. 

Mr.  Gilman.  The  Bank  of  France  is  entirely  free,  and  is  under  no 
restriction,  except  that  of  jirudent  management,  to  maintain  any  i»cr- 
centage  of  reserve.  It  could  pay  out  all  its  reserve  to  sustain  the  com- 
mercial credit  of  France  if  it  .so  desired,  without  the  \ iolatioii  of  any 
law.  The  six  banks  of  is.sue  of  Germany  are  required  to  maintain  a 
re.serve  of  .33.^  of  their  note  issues,  but  they  have  besides  an  unlimited 
power  of  note  issue  for  emergencies.  The  French  and  German  .sy.stems 
are  therefore  amply  protected  against  monetary  troubles  and  they  do 
not  have  bank  panics  in  those  countries.  Our  country  should  be  jiro- 
tected  in  the  .same  wav.  If  vou  will  allow  me  to  make  another  correc- 
tion  of  5Ir.  Hill’s  remark,  and  that  was  he  .said  the  propo.sed  issue  is 
unlimited.  It  is  limited  to 

l\lr.  IIiLL.  Seventy-five  per  cent 


Mr.  Gilman.  No,  sir;  limited  to  the  par  of  the  banking  capital  of 
the  bank. 


Mr.  Hill.  The  clearing  house  notes  are  ? 


Mr.  Gilman.  No  bank  can  take  out  more  clearing-house  notes  than 
the  par  of  its  capital. 

Mr.  Hill.  Then  it  is  really  double — that  is.  in  addition  to  their  own 
baidi  issues? 


?\Ir.  Gilman.  Yes,  sir. 

Mr.  Fowler.  Do  I understand  that  the  clearing  house  as  an  organi- 
zation i.s  re.sponsible  for  a single  cent  of  the  obligations  issued  by  any 
bank  ? 

IMr.  Gilman.  The  clearing  houses  are  responsible,  and  they  hold 
.securities  to  jirotect  themselves  against  all  loss,  which  have  been 
approved  by  their  loan  committee.  The  clearing  houses  would  also 
make  a jirofit  on  the  loans  which  would  conqiensate  them  for  the  risk. 

Mr.  Fowler.  No.  Suppose  the  bank  fails  and  the  notes  are  per- 
fectly M'orthless:  who  pays  the  notes  that  that  bank  has  issued — those 
clearing-house  certificates  ? 

3Ir.  Gilman.  The  clearing  house  in  the  first  place  from  the  iiroceeds 
of  the  sale  of  the  collateral  securities  in  their  hands.  If  there  is  any 
deficiency,  it  is  assessed  upon  the  members  of  that  clearing  house. 

Mr.  Fowler.  And  a jirovision  is  made  fur  an  assessment;  in  other 
words,  a mutual  guarantee  .system  ? 

Mr.  Gilman.  So  it  is  distributed  as  it  was 

The  Chairman.  Current  redemjition  of  the  bank,  final  redemption 
of  the  clearing  house.  Mr.  5IcCleary  has  the  fiooi'. 

At  this  ])oint  the  committee  adjourned  until  Satuiday,  April  1C, 
IShS,  at  10.30  o’clock  a.  m. 


Committee  on  Banking  and  Currenov. 

Waslihu/ion.  I>.  Satiirdaii,  April  lii,  JS9S. 

The  committee  met  at  10.30  a.  m.,  Hon.  Joseph  II.  Walker  in  the 
chair. 

Present:  Messrs.  Walker,  Fowler,  S]>alding,  Prince,  Newlands,  and 
Ermentrout. 

STATEMENT  OF  MR.  THEODORE  GILMAN,  BANKER,  OF  NE’W  YORK 

CITY— Continued. 

The  Chairman.  Mr.  Gilman,  if  you  want  to  add  anything  to  your 
statement  of  the  other  (Fay,  we  will  begin  there. 

Mr.  Gilman.  I wish  to  begin  with  an  historical  note. 


INCORPORATION  OF  CLEARING  HOUSES. 


O 


After  the  Kevolutiou  the  i)i*ocess  bef;an  of  changing  our  laws  and 
e istoms  to  bring  them  into  harmony  with  the  piiiu*ii>les  of  the  Declara- 
tion of  Indei^encleuce.  Our  banking  system  was  based  on  the  English 
n odel,  and  all  the  banks  of  The  United  States  were,  like  the  Bank  of 
i ngland,  organized  under  special  charters. 

The  Bank  of  the  United  States  was  the  most  conspicuous  example 
o’  this  system,  and  General  Jackson  overthrew  it  ''to  i>reserve  the 
n orals  of  the  people  and  the  purity  of  the  elective  franchise.’’  The 
fi  ee  or  general  banking  law  of  tlie  State  of  Xew  York  was  then  enacted, 
^*>pril  IS,  1S3S,  and  was  called  a second  ileclaiation  of  independence. 
Eanking  in  the  United  States  on  republican  principles  dates  from  that 
time.  Its  two  features  were  a general  law  and  a secured  currency. 
Those  principles  have  been  maintained  until  the  present  time,  and  are 
n )w  the  basis  of  the  Federal  bank  act.  Bill  II.  B.  does  not  depart 
fiom  these  i>rinciples,  and  the  only  changes  it  proposes  are  to  substi- 
tute the  clearing  house,  incorporated  under  Federal  law,  in  i)lace  of 
a 1 ofiicer  of  the  Government  as  trustee  for  the  public  to  hold  the  col- 
li teral  to  the  circulating  notes,  and  bank  assets  as  the  security  instead 
0 ’ Goveniinent  bonds, 

I would  like  to  emphasize  the  jmint  that  the  interests  of  the  ]>eopIe 
a -e  separate  from  and  antagonistic  to  the  interests  of  the  banks  under 
a banking  system  with  an  unsecured  currency  and  a reserve  of  a certain 
pirceutage  of  obligations,  provided  there  is  no  means  of  increasing 
reserves  except  by  coni])elling  liquidations  by  the  borrowing  i)ublic. 

Out  of  many  authorities  on  the  subject  I will  read  from  !S.  lloopeUs 
b )ok  entitled  Curreiu^y  and  Money. 

The  Chairman.  Samuel  Hooper,  of  Boston? 

Mr.  Gilman,  Yes,  sir;  he  writes  as  inerchaiit  of  Boston”  and  once 
was  a Member  of  the  House  of  Representatives.  He  savs: 


Whenever  tlie  demami  for  specie  iias  become  so  urgent  that  it  is  diUlcult  to  meet 
it  the  hanks  that  have  issued  the  paper  moii(‘y  heeome  alarmed  for  their  ahility  to 
p;.y  specie.  Then  commences  the  remefly  for  the  depreciation  of  such  a currency. 
When  the  demand  for  speide  has  heeome  so  intense  ttr  the  ijuantity  of  it  so  much 
diminished  as  to  alarm  the  hanks,  the  remedy  eomniences.  It  is  a sure  though  a 
si  arp  remedy.  It  is  brought  into  operation  by  sto])piiig  all  discounts  at  the  hanks 
ai  d re(iuiring  the  payment  of  all  previous  loans  as  they  fall  due.  Traders  and  mer- 
cl  ants  are  loreed  at  such  times  to  make  great  etforts  to  obtain  money  to  pay  hack 
tl  eir  loans  to  the  banks.  To  do  this  they  must  sell  pro]n*rty  at  low  prices  or  hori’ow 
m )ney  at  exorbitant  rat<‘s.  This  is  the  only  ]trocess  by  which  to  remedy  the 
dtpreciatioii  of  a mixed  currency  consisting  partly  of  }>aper  money  redeemable  on 
d*  niand  in  sj>ecie.  It  is  a process  which  invigorates  the  currency  at  the  expense  of 
tl  e industry  and  the  enterprise  of  the  country. 


And  hear  wluit  Hon.  Xathau  Appleton,  of  Boston,  said,  as  quoted  by 
Mr.  Hooper: 

Rut  these  alternations  of  hank  expansions  and  nominal  prosperity  followed  by 
hi  uk  contraction,  ili8ap]>ointinents,  and  perhaps  failures,  are  very  iimi*h  to  he  de}>re- 
c:  ted.  The  hanks,  T(»  he  sure,  have  no  didieulty  in  these  cases  if  well  mauaged;  the 
w iole  pressure  is  thrown  on  the  mercantile  community. 

The  Chairman.  The  whole  ])rcssure  of  what? 

Mr.  Gilman.  Of  a bank  crisis:  of  a})auic.  The  banks  do  not  sutl'er; 
tl  e whole  pressure  of  the  panic  is  thrown  on  the  mercantile  coimnu- 
n ty.  Mr.  Hooper  continues: 


[f  paper  money  is  ever  usi*ful  to  a country  it  can  only  he  in  great  emergencies  and 
it  should  be  reserved  as  a resource  to  supply  the  means  Vor  the  defense  of  the  country 
w leu  other  resources  are  exhausted.  At  such  a time  it  may  he  used  for  the  business 
tr  iiisactious  within  the  country  to  relieve  the  coin  from  that  service  so  that  it  may 
hi  used  by  the  Government  in  the  exigency  for  the  coiumou  ^^eIfa^e. 


< y I^■COKPOKATIO^’  OF  CLEARING  HOUSES.  'J7 

Xow,  that  is  exactly  wliat  1 said,  and  1 did  not  know  tliatiNir.  Uooi)er 
had  said  it. 

No  Idame  should  he  imputed  to  the  hanks  or  to  their  directors  for  the  incouvru- 
^ , ieuce  and  distress  causeil  by  Uuced  litiuidarion.  They  have  consulted  only  the 

interests  of  tiie  banks.  In  doing  so  they  were  true  to  the  system. 


I 


Mr.  Fowler.  Head  that  aj-ain, 

Mr.  Gilman  (reading).  ‘’In  doing  so  they  were  true  to  tlie  sys- 
tem.^’ That  is,  wlien  they  carry  ont  the  system  according  to  its  legal 
provisions. 

i\Ir.  Fowler.  It  means  more  than  that.  It  means  tliey  were  true 


to  the  principle  of  banking. 

Mr.  Gilman.  If  you  will  allow  me  to  hnish  this  I think  you  will  see 
he  refers  to  the  system  of  banking  then  prevailing. 

Mr.  Fowi.ek.  I know;  but  be  refers  not  to  the  system  of  banking  in 
any  given  time  in  tlie  world's  history,  l^nt  to  every  relation  which  bank- 
ing bears  to  commerce. 

Mr.  Gilman.  Xo,  sir;  he  refers  to  banking  under  this  particular 


peculiar  system. 


3Ir.  Fowler.  Wlmt  system  ? 

Mr.  Gilman.  Tliis  system  of  a large  nninber  of  banks  issuing  cur- 
rency and  holding  the  security  themselves,  which  creates  lack  of 
contideiice. 

The  Chairman.  Each  independent  bank 

Mr.  Gilman.  Each  holding  security  in  its  possession  and  issuing 
its  own  notes.  When  a lack  of  confidence  strikes  the  country,  and 
these  notes  are  sent  home  and  the  banks  will  not  take  them  from  their 
customers,  and  some  hanks  fail  and  banking  facilities  are  withdrawn, 
and  their  customers  are  compelled  to  liijuidate  and  forced  to  sell  ont  at 
great  loss,  then  the  panic  which  results  from  this  state  of  affairs  is  due 
to  the  system 

The  Chairman.  Yon  mean  due  to  the  system  that  protects  them ! 

Mr.  Gilman.  I am  just  quoting  his  words — 


Tlie  interest  of  tiie  liaiik  is  at  variance  with  the  |ml>lic  interest, 
of  the  bank  sustain  the  loss  while  the  banks  have  had  the  jirolit — 


The  customers 


The  Chairman.  Who  says  that  ? 

Mr.  Gilman.  That  is  what  Hooper  says.  Then  he  goes  on 

The  Chairman.  Let  us  have  that. 

Mr.  Gilman.  And  says  that  he  advocates  as  a first  step  to  reform — 

That  all  hankinu:  should  he  under  a general  banking  law.  and  seeoudly,  that  banks 
should  be  required  to  jdace  security  for  their  currcnry  in  the  hands  of  a trustee. 

These  are  the  two  points  behind  the  national  banking  law 

Mr.  F'owler.  I beg  your  pardon ; you  are  mistaken.  All  the  banks 
of  the  South  and  those  following  the  Xew  York  guarantee  system, 
where  they  put  up  the  securities  themselves,  put  u])  State  securi- 
ties and  every  kind  of  security,  and  the  result  was  that  they  broke 
down  completely.  They  absolutely  de.stroyed  the  banks,  and  right  by 
the  side  of  it  and  succeeding  it  the  system  of  issuing  notes  by  the 
banks  of  the  South  went  on.  and  through  all  these  crises  stood  and 
sustained  themselves  and  did  not  fail. 

The  Chairman,  That  is  a matter  which  is  absolutelv  incontrovertible. 

V 

All  statistics  prove  that  fact. 

Mr.  Xewlands.  Then  Hoo]ter  is  wrong. 

iMr.  Fowler.  If  you  will  allow  me,  the  possible  defense  of  the  propo- 
sition is  this,  the  distinctiou  is  this,  rather,  that  what  you  propose  to 
put  up  is  current  li(piidated  wealth ; that  is  the  only  defense  you  have 
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atul  that  is  your  defen.'^e.  In  your  case  they  ])ut  up  the  current 
1 (luidated  wealth  of  the  country,  while  under  (lie  system  of  New  York 
and  the  one  he  refers  to  tliey  put  up  the  time  obligations  of  the 
t tate,  mercantile,  etc.;  and  there  are  a great  many  men  in  the  country 
t ) day  who,  if  they  exhausted  our  Governmeiit  bonds,  would  pitt  up 
I iilroad  bonds,  school  bonds,  and  every  other  sort  of  tiling,  and  the 
"s  hole  thing  has  been  accei»ted  historically  in  every  jiai  t of  the  world, 
and  more  particularly  in  tliis  i»art  of  the  country. 

Mr.  Gilman.  There  liave  never  been  any  losses  on  the  clearing  house 
cartiticates;  never  have  been,  and  never  can  bt . 

There  have  never  been  any  los.ses  on  national -bank  notes  .secured  by 
t overnmeiit  bonds,  and  never  can  be.  These  are  the  two  most  recent 
i istances  of  bank  currency  secured  by  assets  in  the  hands  of  a trustee. 
']  he  losses  referred  to  by  ]Mr,  Fowler  were  due  to  defective  security 
and  not  to  the  ])rincii)le  of  a trusteed  or  secured  currency.  Many 
r iilroad  bonds  have  become  worthless,  but  no  one  advocates  on  that 
account  to  abandon  the  idea  of  having  a trustee  under  the  mortgage. 
I.  trusteeship  is  a necessity  where  the  ownership  of  the  obligations  is 
1 articipated  in  by  many  ditterent  persons.  The  Georgia  law  of  18.‘58, 
i I remember  correctly,  allowed  .slaves  to  be  used  as  collateral  to  bank 
rotes.  The  limitation  to  .specitic  classes  of  collateral  is  wrong  in  prin- 
c pie.  The  banks  should  be  allowed  to  jiledge  their  assets  and  the 
t ‘ustee — that  is,  the  clearing  house  or  their  loan  committee  acting  for 
t lem — should  determine  as  to  the  sufliciency  of  the  collateral.  Fxperi- 
e:ice  shows  that  by  this  method,  on  account  of  their  contingent 

I ability,  the  clearing  hou.ses  will  exercise  great  prudence  to  protect 
t lemselves  from  loss,  and  in  so  doing  they  protect  the  ])ublic  also. 

The  Chairman.  Let  me  a.sk  you  a few  (piestions.  How  would  the 
cipital  of  the  clearing  houses  be  furnished  ? 

Mr.  Gilman.  The  clearing  house  is  only  the  reiu’esentative  of  the 
a ■isociated  banks.  There  is  no  separate  capital,  but  a clearing  house  has 
t le  responsibility  of  all  the  capital  of  its  bank  members.  Clearing 
louses  are  trustees  in  this  bill. 

The  Chairman.  Trustees  of  nothing? 

Mr.  Gilman.  To  hold  absolute  security 

The  Chairman.  That  brings  us  right  to  the  point.  What  is  the 
a osolute  security  they  are  to  hold  ? 

Mr,  Gilman.  They  are  to  hold  such  assets  a.s  the  baidvs  offer  them, 
a id  which  the  loaning  committee  approve  as  good. 

The  Chairman,  dmst  give  us  a list  of  the  assets. 

Mr.  Gilman.  The  list  of  the  as.sets  would  be  commercial  assets, 
promissory  notes,  bills  of  exchange,  convertible  bonds  aod  stocks,  and 
o her  securities  and  evidences  of  debt.  Tiiese  assets  are  to  be  received 
a 5 collateral  security  for  the  circulating  notes  of  the  said  association. 

Mr.  Spalling.  To  the  extent  of  75  per  cent? 

Mr.  Gilman.  The  notes  are  to  be  issued  at  75  per  cent  of  the 
a iprai.sed  value  of  the  assets. 

The  Chairman.  Now,  the  idea  of  Mr.  A]>j)leton  and  ?\Ir.  Hooper — 
b3th  of  whom  1 knew,  and  I have  talked  over  these  financial  matters 
M ith  them — in  what  you  have  (juoted,  went  to  the  point  of  the  coin 
r demption  of  currency  notes  is.sued  by  banks.  Now,  what  provision 
di  you  make  for  maintaining  the  parity  between  paper  money  and 
c lin,  and  how?  Their  i)oint  was  that  that  should  be  maintained  with 

II  ore  certainty  and  without  injury  to  the  ])ublic.  What  is  your  scheme  ? 

Mr.  Gilman,  Bill  H.  B.  !)i'79  provides  that  security  which  is  con- 
vertible, and  Avhich  is  ajiproved  as  good  security,  is  deposited  with  the 
c earing  house  as  collateral  for  the  loan  of  its  circulating  notes:  and 
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the  collateral  security  provides  for  the  ultimate  payment  of  these  out- 
standing notes,  the  notes  lieing  i.ssued  at  75  per  cent  on  .securities  sup- 
po.sed  to  be  worth  par.  ion  cents.  The  coin  value  of  those  securities 
being  100  per  cent,  notes  to  the  extent  of  75  per  cent  of  the  value  are 
issued  on  them,  and  that  is  like  lending  75  ]>er  cent  of  the  coin  value. 

The  Chairman.  That  we  have  understood — that  is  all  clear — but  that 
does  not  meet  the  point  at  all.  How  is  the  clearing  house  to  get  the 
coin  to  redeem  tlie  notes? 

5Ir.  Gilman.  A clearing  liouse  is  a place  for  the  mutual  set-otf  of 
debits  and  credits.  If  the  coin  is  not  provided  to  pay  the  notes  by  the 
banks  whose  obligations  they  are  ujhmi  the  day  of  demand,  the  loan 
committee  of  the  clearing  house  must  sell  those  a.ssets  to  provide  the 
money  to  take  up  those  notes,  and  they  liave  a margin  of  1?5  jier  cent  to 
protect  them,  and  if  that  margin  is  not  sutlicient,  then  any  loss  is  to 
be  assessed  upon  the  members  of  the  clearing  house. 

Mr.  Fowler.  If  exceeding 

Mr,  Gilman.  The  securities. 

Mr.  Fowler.  Not  only  that,  but  they  still  have  a claim  again.st  the 
bank  ? 

Mr.  Gilman,  Yes. 


The  Chairman.  Is  your  answer,  then,  that  the  coin  to  redeem  these 
notes  and  all  responsibility  for  their  ledemption  is  to  be  universal,  as  it 
was  under  the  Suffolk  system  in  New  Kngland,  on  the  banks,  and  the 
clearing  house  is  to  be  absolved  from  that  ? 

Mr.  Gilman.  The  clearing  house  represents  all  its  bank  members. 
The  bank  borrowing  money  of  the  clearing  house  is  the  first  guarantor, 
and  if  a loss  occurs  on  a loan  it  is  assessed  on  the  other  members, 

I do  not  think  the  Suffolk  system  is  parallel.  The  Suffolk  Bank  was 
the  redeeming  agent  for  banks  of  New  Kngland,  each  jiroviding  its  own 
redemption  fund.  I do  not  think  there  was  any  mutual  responsibility 
under  that  system.  The  Suffolk  Bank  system  does  not  provide  a cur- 
rency wliich  circulates  in  the  community,  but  one  which  gravitates  in  a 
straight  line  for  the  redemption  bank.  It  is  a question  whether  it  does 
not  make  money  scarce  in  the  country  and  plenty  in  financial  centers. 

The  Chairman.  1 mean,  ab.solved  from  that  obligation? 

Mr.  Gilaian.  No,  sir.  The  clearing  house  is  acting  simiily  as  trustee 
lor  the  public  to  hold  these  .securities,  and  if  the  debt  is  not  paid  on 
demand  the  loan  committee  then  administers  tho.se  securities  and  they 
jirovide  the  money  by  their  sale.  If  there  is  a loss  which  the  borrow- 
ing bank  can  not  pay,  it  is  assessed  on  the  other  members  of  the  clear- 
ing hou.se. 

The  Chairaian.  When  you  say  a ‘‘debt,’’ you  mean  when  the  cur- 
rency is  ]»resented  and  it  is  not  redeemed  they  have  to  sell  these 
securities  ? 


Mr.  Gilaian.  When  any  of  the  currency  which  has  been  issued  to 
the  bank  is  not  jiaid  u]>on  demand  by  that  bank,  that  makes  the  loan 
immediately  due,  and  tlie  clearing  house,  as  trustee,  would  immediately 
proceed  to  market  those  securities  and  close  out  the  loan,  and  would 
have  then  a claim  against  the  bank  for  any  deficiency,  and  if  the  bank 
was  insolvent  the  deficiency  would  be  assessed  upon 

The  Chairaian.  What  do  you  mean  by  closing  out  the.se  securities? 

Mr.  Gilaian.  Selling  them  for  coin  or  legal  tender. 

The  Chairaian.  You  mean  to  say  the  clearing  house  would  sell  those 
securities  to  day  for  gold  and  redeem  these  currency  notes  that  they 
have  issued  and  loaned  to  the  bank  in  the  gold  that  they  got  from  the 
sale  of  these  securities? 

Mr.  Gilaian.  Yes,  .sir;  in  the  gold  or  other  legal  tender. 
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Mr.  Prince,  Now,  to  make  it  plain  to  me,  suppose  I have  a *20  bill 
issued  by  the  First  National  liauk,  say,  of  Galesburg,  111.,  under  your 
] roposed  bill.  1 present  that  *20  bill  to  the  bank  and  it  refu.ses  to  pay. 
] ask  for  the  gold  and  they  lefiise  to  pay  it.  Do  I understand  you  to 
S' ay  that  thereupon  the  elearing-house  association  proceeds  to  dispose 

< f the  assets  or  securities  placed  in  the  hands  of  the  trustees  in  the 

< leaiing  house  association,  and  that  those  securities  are  converted  into 

< oin,  and  out  of  that  fund  or  coin  1 am  to  be  i»aid  the  *20 ! 

Ml'.  Gilman.  No,  sir;  the  baidvs  wait  for  the  liijuidation,  not  the 
] ublic. 

Air.  Prince.  How  long  am  1 to  wait ! Saj  1 am  a poor  man,  and 
1 resent  my  820  as  a result  of  my  month’s  work : .say  I bring  that  to  the 
I ank,  which  refuses  to  pay  me,  and  1 want  to  ]>ay  my  lent,  and  if  1 do 
] ot,  I will  be  put  out  of  my  house  the  next  day;  how  am  1 to  get  my 
1 jouey  ? " 

Air.  GIL3IAN.  Under  this  law  the  banks  guarantee  the  payment  of 
1 hat  monejL  All  you  have  to  do  to  get  your  >^20  is  to  deposit  the  820 
1 0 your  credit,  or  get  some  friend  to  do  it  if  you  have  not  a bank  account, 
5 nd  get  the  money.  Then  the  whole  process  of  presenting  that  note 

handed  over  to  your  bank  and  they  relieve  the  bu.siness  community 
( f the  whole  matter,  and  that  note  would  be  deposited  in  the  clearing 
1 ou.se  in  payment  of  the  obligations  of  the  bank  to  the  clearing  house, 
{ nd  whoever  had  that  note  and  wanted  to  collect  it  would  .send  it  to 
the  bank  and  demand  payment;  so  that  the  whole  thing  is  taken  out 

< f your  hands,  and  you  do  not  have  to  go  to  the  issuing  bank  to  get 
your  money,  but  you  simply  ]>ut  it  in  your  bank  and  get  the  money. 

Air.  Prince.  But  I have  no  bank  account  and  I go  to  the  bank  which 
1 as  issued  this  820.  I have  w orked  for  this  money,  and  I go  to  tbe 
First  National  Bank,  if  you  ])lease,  of  the  city  of  Galesburg,  which  has 
] romised  itself  to  pay  this  820,  and  the  clearing  house  has  ])romised 
tliat  this  bank  will  ])ay  it.  It  is  issued  through  the  clearing  house  by 
this  First  National  Baidv  of  Gale.sburg  under  your  bill.  I present  the 
1 ill  to  that  l)ank  and  that  bank  refu.ses  to  i)ay  the  bill.  It  is  in.solvent; 
i:  has  collapsed  and  gone.  Shall  I wait  around  the  corner  .somewhere 
i ntil  something  is  done? 

Air.  Gilman.  Say  you  went  to  the  bank  and  found  a notice  on  the 
(-  oor,  “This  bank  is  closed  and  in  the  hands  of  a receiver."  Your  note 
^•ould  be  guaranteed  by  the  remaining  banks  o^‘  the  clearing  house  and 
i ;s  goodness  would  be  uiujiiestioned  and  no  one  w ould  think  of  refusing 
t ) take  it  at  par. 

Air.  Prince.  Is  it  legal  tender  ? 

Air.  GIL3IAN.  It  is  not  legal  tender. 

Air.  Prince.  But  supjiose  the  man  refuses  to  take  it;  suppose  a man 
i oes  not  want  to  take  it'? 

Air.  Gilman.  Then  you  could  put  it  in  another  bank.  It  is  supimsed 
that  anybody  who  has  a small  bill  to  pay  can  find  a friend  who  has 
i baidc  account  himself  and  get  him  to  deposit  that,  and  the  bank 
issumes  the  collection  of  the  note  and  the  820  is  put  to  his  credit  and 
1 e can  (Iraw  it  out  and  give  you  the  gold  imtuediately  on  the  day  he 
I lit  it  in  the  bank;  any  holder  could  get  the  gold  or  the  legal  tenders 
1)1-  the  bill  of  that  broken  bank  immediately,  in  .spite  of  the  failure. 
The  banks  would  attend  to  the  whole  matter.* 

Air.  Prince.  Let  me  get  it  a little  plainer. 

Air.  Spalling.  Put  the  reverse  of  the  proposition — how  would  you 
i ollect  your  bill? 

Air.  Prince.  I can  explain  that  later  on  when  the  times  comes.  I 
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have  this  bill  of  820,  and  1 owe  Air.  Fowler  rent  for  the  hou.se  in  which 
I live.  lie  has  sued  upon  that  for  forcible  entry  and  detainer  to  get 
me  out.  He  wants  me  out,  and  if  1 tender  him  the  820  1 owe  him, 
which  is  the  amount  of  rent  and  all  costs  up  to  date,  say  it  Just  covers 
820,  I take  820  of  that  kind  of  immey  issued  through  the  clearing  house 
to  this  bank  and  thebaidc  does  not  ]>ay  me.  I stop  by  Air.  Fowler  and 
I say,  “Here  it  is,’’  and  he  says,  “It  is  not  legal  tender,  and  if  not 
legal  tender  I will  not  accejd  it."  And  1 tender  it  to  the  court  and  the 
court  refuses  to  accept  it. 

I then  look  around,  and  1 have  no  liank  account,  and  1 have  no  Iriends; 
I am  without  a friend  on  earth,  and  I have  a fandly,  and  I a!ii  liable  to 
be  turned  out  of  my  home.  What  shall  1 do?  Where  shall  1 go  to  get 
the  money  to  pay  Mr.  Fowler,  who  w ill  not  take  the  bill  I have  ? 

Air.  Gilman.  You  can  go  to  any  bank,  even  il  you  were  not  known  to 
the  bank.  If  there  was  any  bank  in  the  district,  say  10  miles  olf,  you 
could  go  to  that  bank  and  get  your  money.  The  prolit  to  the  banks 

on  the  currencv  would  lead  them  to  take  care  of  its  credit. 

^ 

The  Chairman.  What  is  the  provision  of  law  in  regard  to  that? 

Air.  Gilman.  This  law  provides  that  these  notes  are  good  at  the 
clearing  house,  and  conset)uently  any  baidc  that  has  those  notes  can 
pay  them  to  the  clearing  hou.se  in  satisfaction  of  any  debt  against 
them,  and  that  makes  them  current  all  over  the  country. 

Air.  Fowler.  Will  they  take  them  without  discount  ? 

Air.  Gilman.  Without  discount. 

Air.  Fowler.  Take  Air.  Prince’s  case.  Suppose  he  went  to  a bank 
next  door,  and  said:  the  First  National  Bank  is  closed  which  issued  this 
note  for  820;  at  what  rate  of  discount,  if  any,  would  they  take  this 
820  bill  ? 

Air.  Gilman.  They  are  obliged  to  take  it  at  par.  They  can  attord  to 
pay  ])ar  because  it  is  good  in  the  clearing  house. 

Air.  Fowler.  They  are  not  compelled  to  take  it? 

Air.  Gilman.  Section  13,  line  8.  of  the  bill  027!)  ])rovides  that  the  cir- 
culating notes  “shall  be  received  at  par  at  all  the  clearing  houses  in  the 
United  States  organized  under  this  act,"’  and  in  section  12,  line  17,  it 
provides  that  ‘‘payment  is  guaranteed  by  the  associated  banks  of  the 
Unitetl  States  through  any  clearing  house.’’  1 sipipo.se  no  other  party 
can  be  compelled  to  take  a note  that  is  not  legal  tender. 

Air.  Fowler.  Oh,  j-es,  they  can;  national  bank  notes  are  not  legal 
tenders,  and  banks  are  com])elled  to  take  those. 

Air.  Gilman.  National  banks  are  not  comjielled  to  give  legal  tenders 
or  gold  for  national  bank  notes  issued  by  other  national  banks.  Air. 
ITince  would  be  in  the  same  iix  with  his  820  national  bank  note  as  if  it 
were  clearing-house  currency.  A national  bank  is  only  coni] »elled  to 
take  it  “for  any  debt  or  liability  to  it.”  So  his  landlord  could  refuse 
to  accept  a national  bank  note,  and  national  banks  could  refuse  to  give 
him  gold  or  legal  tender  for  it,  and  he  would  have  to  call  in  a friend. 
Just  as  1 have  suggested.  Asa  matter  of  fact,  national-bank  notes  and 
clearing-house  currency  would  both  circulate  without  question.  It  is 
provided  that  these  notes  shall  be  received  at  any  clearing  house,  and 
that  makes  them  at  par. 

Air.  Fowler.  How  are  you  going  to  get  them  there  ? Who  is  going 
to  get  them  there  ? Sup])ose  the  man  was  miles  aivay  from  the  clearing 
house. 

Air.  Prince.  Supjiose  the  clearing  house  was  in  Chicago  and  1 am 
here. 

Air.  Gilman.  Com])etition  in  business  is  so  active  that  no  ditlicultv  is 
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ever  experienced  in  cashing  absolntely  good  currency.  The  great 
ot  ject  is  to  make  the  notes  of  undoubted  goodness  and  then  to  make 
them  receivable  by  all  banks,  at  all  clearing  houses  over  the  laud,  for 
al  debts  due  to  banks.  These  guarantees  would  make  the  notes  pass 
from  hand  to  hand  without  dilticulty.  If  a bank  has  an  accumiilation 
of  these  notes  on  hand  they  would  immediately  send  them  to  the  issuer — 
to  the  bank. 

Mr.  Fowler.  Suppose  they  receive  this  820  of  Mr.  Prince  and  they 
di  I not  know  what  their  assets  were  worth  over  there,  and  he  says  he 
w II  not  give  but  815,  what  protection  has  Mr.  Prince  got  ? 

Mr.  Gilman.  The  failure  of  the  bank  make.*'  no  difference  in  the 
gtodness  of  the  note.  It  is  guaranteed  by  all  b.inks.  By  this  process 
of  compelling  the  banks  to  accept  these  notes  in  payment  of  their  credits 
at  the  clearing  house  it  throws  upon  the  banks  the  burden  of  collection. 
That  is  the  point. 

Mr.  Fowler.  Do  you  not  know  that  a bank  always  takes  advantage 
oi  every  piece  of  paper  put  to  them  ? They  will  say,  “1  do  not  know 
ai  ything  about  this  thing.’’  I’he  cashier  will  say  he  will  not  take  this 
b»  cause  he  does  not  know  about  it  or  he  will  not  give  more  than  815 
fo  • it. 

-Mr.  Prince.  And  I owe  von  820. 

Mr.  Fowler.  Would  he  not  be  unfortunate  in  that  position  ? That 
is  the  jmint,  I understand. 

Mr.  Aewlanos.  That  could  be  entirely  met  by  making  it  legal  tender 
tc  the  banks. 

Mr.  Gilman.  That  is  acconqdished  by  compelling  the  banks  to  accept 
tlese  through  the  clearing  house. 

Tlie  Chairman.  Where  does  the  bill  compel  them  to  accept  directly  ? 
M hat  is  the  jirovision  ? 

Mr.  Gilman,  I read  from  the  bill. 

The  Chairman.  What  is  the  section? 

Mr.  Gilman.  Section  1);  if  yon  will,  please  turn  to  section  9. 

Mr.  Aewlanhs.  What  bill  is  this? 

Mr.  Gil.aian.  This  is  H.  B.9279.  The  seventh  line  on  the  ninth  page: 

riie  bjink  member  SJiid  circuliitiu^  notes  shall  engage  to  redeem  them  at  all 

til  les  when  called  upon  to  do  so  by  tlie  clearing  house  issuing  the  notes  and  to  give 
an  V adtlitioual  collateral  needed  to  restore  any  depreciation,  etc. 

Now.  look  at  section  10. 

That  each  bank  member  taking  such  circulating  notes 

The  CHA1R3IAN.  You  want  to  talk  right  on  this  point.  In  line  7, 
pj  ge  9,  it  says  this : 

The  bank  member 

That  is,  the  bank  member  of  the  clearing  house,  I suppose 

T;  king  said  circulating  notes  shall  engage  to  redeem  at  all  times  when  called  upon 
to  do  90  by  the  clearing  liouse  issuing  the  notes. 

Xow,  there  is  nothing  giving  a person  any  right  to  call  for  the  redemii- 
ti  )ii  of  those  notes  at  the  bank  except  tlie  dealing  house  which  issues 
tl  em. 

Mr.  Prin<'E.  1 suggest  this,  that  the  bank  member  shall  be  required 
tc  redeem  at  all  times  said  circulating  notes  M'ben  called  upon  so  to  do. 

Mr.  Fowler.  Then  you  make  each  bank  redeem  the  notes  of  all 
bi.nks.  How  are  yon  going  to  tix  it  then? 

3Ir.  Prince.  The  bank  I ask  to  jiay  the  note  refuses  to  pay  it.  Then 
I go,  as  Mr.  Fowler  says,  next  door  and  it  refuses  to  take  it  without  a 
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discount.  Have  you  any  provision  in  this  bill  that,  say,  the  Second 
National  Bank,  Mhich  is  in  the  building  next  door  engaged  in  the 
banking  business,  will  iiave  to  take  my  note  at  par?  That  is  the  point 
I want  to  get  at  and  to  clear  up.  This  provision  does  not  seem  to  me 
to  require  it. 

Mr.  Gilman.  Yor  does  the  national-bank  act  contain  that  requirement 
in  that  form.  The  demand  is  made  by  the  clearing  house,  because  the 
notes  would  actually  come  into  the  hands  of  the  clearing  house.  I can 
see  that  your  suggestion  would  be  an  improvement  to  the  bill  and 
make  it  more  clear  on  that  point.  This  provision  in  reference  to  the 
clearing  house  covers  the  whole  country,  and  any  person  in  any  city 
anywhere  having  a note  can  deposit  it  in  the  bank,  and  every  bank 
in  the  clearing  house  is  compelled  to  acceiit  it  in  settlement  of  the 
claims  due  that  bank.  Thus,  the  collection  of  the  note  falls  upon  the 
liersou  M’ho  receives  it. 

Mr.  Fowler.  That  would  be  the  deiiositorf 

Mr.  Gilman.  The  depositor  puts  it  in  his  bank,  M hich  pays  it  to  the 
clearing  house,  and  by  making  the  clearing  house  accept  it  in  jiayment 
of  balances  with  all  the  banks  in  the  clearing  bouse,  that  puts  the  notes 
at  par. 

Mr.  Newlands.  As  I understand  your  bill,  everj-  bank  member  is 
compelled  to  make  redemption  of  its  notes  it  takes  from  the  clearing 
house,  and  you  say  that  every  other  bank  member  would  be  willing  to 
accept  those  other  notes  issued  by  another  bank  member  because  he 
could  tender  them  to  the  clearing  house  in  settlement  of  claims  due  the 
clearing  house  from  him  ? 

Mr.  Gilman.  Yes,  sir. 

Mr.  Newlands.  Now,  that  is  the  inducement,  but  there  is  nothing  in 
your  law  which  would  compel  the  other  bank  member  to  take  the  notes 
of  another  bank  and  give  iiar  value  for  them.  You  simply  say  the 
inducement  is  that  he  can  make  use  of  those  notes  in  settling  the  claims 
of  the  clearing  house  against  him? 

Mr.  Gilman.  Yes,  sir.  The  case  would  be  exactly  the  same  as  now 
exists  with  national  bank  notes. 

Mr.  Newlanhs.  You  are  a\vare  that  under  the  national-bank  act  any 
holder  of  any  national-bank  notes  issued  by  any  bank  can  compel  a 
bank  other  than  the  one  issuing  it  to  take  that  note  in  payment  of  the 
obligation  due  from  him  to  the  bank? 


Mr.  Gilman.  That  ought  to  be  included  in  this  bill  if  it  is  not  here. 
That  point  ought  to  be  covered,  as  there  is  absolute  security,  and  it  is 
no  hardship  upon  the  banks  to  compel  them  to  accept  these  notes  from 
the  public  as  Avell  as  through  clearing  houses.  That  provision  is  in  the 
national-bank  act,  was  in  the  old  State  bank  laws,  and  is  contained  in 
the  present  German  banking  law  of  5Iarch,  1875. 

The  following  sentence  should  be  added  at  the  end  of  section  13,  paere 
14,  line  14: 

And  every  bank  member  of  every  elearing  bouse  organized  under  this  act  shall 
tak(<  and  receive  at  par,  for  any  debt  or  liability  to  it,  any  and  all  notes  or  bills  issued 
by  any  clearing  bouse  of  issue  organized  under  this  act. 

I would  also  add  immediately  after  the  above  the  following  para- 
graph : 

The  meeting  together  of  any  persons  who  are  officers,  agents,  or  employees  of  per- 
sons, linns,  or  corporations  in  any  one  or  more  places  once  in  thirty  days  or  ofteuer 
for  the  purpose  of  exchanging,  paying,  or  in  any  other  way  satisfying’  any  obliga- 
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tio  IS  used  in  coiiniuTce  iiiiioni;  the  sc\  cnil  States  ity  any  two  or  more  ot‘  siu  h persons, 
tin  IS,  or  corjiorations,  or  tor  the  purjiose  of  the  settlement  ofmoney  traiisaetioiis  hy 
tilt  mutual  set  olf  ol'  debits  anti  eri'dits,  commonly  called  “makintt  clearances’'  lor 
ha' iks  shall  constitute  such  p<‘rsons,  linns,  or  corporations  represented  in  such  meet- 
ing a clearinjt-honse  association  for  the  purpose  of  the  ta  vation  herein  imposed,  and 
8U(  h persons,  firms,  or  corporations  rejiresented  shall  be,  ointly  and  severally  liable 
to  >ay,  and  shall  pay,  into  the  'I'reasur.v  of  the  I'nited  ,'^tates  a dnt.y  in  amount  ei'jual 
to  one-tiftieth  of  one  |)er  centum  on  the  aj;<tre<iate  aiuoi  nt  of  all  such  obligations 
ex  hanged,  paid,  or  in  any  way  satislied,  or  on  the  aggregate  amount  of  the  money 
tn  nsactions  settled  by  the  mutual  set  oil'  of  deldts  and  credits,  at  each  and  every 
nu  sting  of  persons  acting  for  such  persons,  linns,  or  corjtorations : I’roridid,  however, 
Th  it  in  ease  any  such  clearing-house  association  jiays  one-half  of  the  tax  herein 
ini  losed  on  or  before  the  day  it  is  due  and  iiayable,  the  other  half  shall  be,  and  is 
he  eby,  remitted;  And  jirorided  furlher,  That  the  tax  herein  iiii]iosed  on  elearing- 
ho  ise  associations  herein  described  shall  be  wholly  remitiedto  all  members  of  elear- 
inj  houses  that  are  incorporated  under  this  act. 

[ would  also  add  in  section  9,  page  9,  line  8,  to  make  it  read  as  fol- 
io rs,  beginning  with  line  7 : 


''he  liank  member  taking  said  circulating  notes  shall  engage  to  redeem  them  in 
thi  lawful  money  of  the  I'nited  States  at  all  times  upon  demand  of  payment  duly 
mi  de  during  the  usual  hours  of  business  at  the  ottice  of  such  bank  member  and  also 
wl  eu  called  upon  to  do  so  by  the  ele:iriiig  house  issuing  the  notes,  etc. 


Mr.  Xewlands,  Does  your  bill  make  any  provision  as  to  the  kind  of 
CO  n every  bank  shall  keep  on  hand  for  the  redemption  of  the  eircii- 
la  ing  notes  issued  to  it  by  the  clearing  house? 

Mr.  Gilman.  No,  sir. 

Mr.  Newlands.  That  is  left  to  its  own  determination  and  discretion? 

Mr.  Gilman.  Yes,  sir;  because  the  present  bank  law  has  complete 
piovisious  as  to  reserves,  and  it  is  best  to  leave  that  law  just  as  it  is, 
ai  d when  the  clearing-house  currency  is  secured  by  gold  values,  ami 
in  addition  to  that,  when  you  add  2o  per  cent  of  those  values  to  its 
semrity,  and  also  add  the  guarantee  of  all  the  banks  in  the  country,  a 
bt  nk  circulation  of  this  description  could  take  care  of  itself, 

Mr.  Newlands.  Would  you  expect  the  bank  to  keei»  any  funds  on 
hi  ml  for  that  purpose  ? 

Mr.  Gilman.  Not  for  the  purpose  of  providing  for  notes  in  addition 


to  its  other  coin  reserve;  no,  sir. 

Mr.  Newlands.  What  do  you  regard  as  a sale  reserve  for  a bank  to 
kt  ep  against  the  calls  of  its  dei>ositors  ? 

^lr.  Gilman.  I think  that  the  penentages  of  reserves  that  should 
b(  kept  by  banks  depend  upon  the  system  under  which  the  bank  is 
01  crated.  " Now  the  reserves  under  our  national  system  are  entirely 
in  idequate,  because  there  is  no  provision  for  self-preservation,  and  a 
di  ninutiou  of  those  reserves  about  (5  per  cent  all  over  the  country  for 
In  arding  purposes  would  cause  a imnic.  l’>ut  take  the  Ci'edit  Lyon- 
m ise  as  an  example.  The  Credit  Lyounaise  is  under  the  French  .sys- 
tem, iind  its  advertisements  may  be  seen  in  the  New  York  papers  and 
el  iiewhere  giving  a statement  of  its  condition. 

It  is  an  immense  bank  and  it  has  only  about  lo  per  cent  of  its  obliga- 
ti )us  on  hand  in  cash.  That  is  according  to  a calculation  I once  made. 
It  has  19  percent  more  in  call  loans, and  then  it  has  bills  receivable 
w lich  it  advertises  are  “immediately  discountable  at  the  Bank  of 
F-ance”  to  the  extent  of  59  per  cent  of  its  obligations,  and  adding 
tl  ese  reserves  together  you  have  79  per  cent  of  the  obligations  of  the 


bi.uk,  which  are  under  their  immediate  call,  ami  that  makes  a strong 
and  impregnable  position.  It  is  strong  with  oidy  19  i)cr  cent  in  gohl 
oil  hand;  but  19  ]>er  cent  is  sufficient  under  sucli  a .system. 

Mr.  Fo'W'LER.  Under  the  Credit  Lyonnaise  system? 
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Mr.  Gilman,  Cnder  the  system  i)ievailing  in  France  where  the 
Credit  Lyonnaise  has  its  head  otlice. 

The  Chairman.  That  is  to  say,  it  is  one  of  the  branch  banks 

Mr.  Gilman.  No.  sir:  it  is  noL 

Mr.  Newlanhs.  1 le  says,  in  effect,  the  Bank  of  France  has  branches  ? 

Mr.  Gilman.  The  Bank  of  France  suiiports  the  whole  banking 
sy.stem  of  France  with  its  re.serve  of  8099,999.090  in  gohl  and  silver 

Mr.  Nevvi.ands.  As  against  wliat  amount  of  de])o.sits? 

Mr.  Gilman.  1 should  say  that  is  about  OOiier  cent  of  its  obligations. 
It  is  85  per  cent,  I iliink,  of  their  note  circulation,  and  09  jier  cent  or 
05  per  cent  of  the  entire  obligations,  including  their  dejmsits. 

Mr.  Newlands.  You  say  the  amount  of  re.serve  depends  upon  the 
system;  that  under  the  national  banking  system  of  this  country  the 
reserves  are  inadequate.  NN'hat  reserves  do  you  understand  are  kept 
as  a rule  bv  national  banks  in  this  coiintrv? 

iMr.  Gilman.  The  reserves  kept  by  the  national  banks  A ary  in  differ- 
ent parts  of  the  country.  There  is  a legal  reciuireineiit  of  reserve  to  be 
held  in  lawful  money.  The  country  banks  are  reiiuired  to  hold  0 per 
cent  of  their  deposits  in  lawful  money  in  their  vaults.  Banks  in  reserve 
cities  of  the  second  class  are  reijuired  to  reserve  llii  per  cent,  and  banks 
in  central  reserve  cities  25  per  cent.  The  AYestern  banks,  the  outlying 
banks,  beyond  the  reach  of  our  money  centers,  hold  the  largest  amount 
of  cash  re.serv'e.  In  Colorado,  Nevada,  Calilornia,  and  Oregon  the  per- 
centage of  reserve  lield  to  deposits,  according  to  the  Comptroller’s 
report  of  October  9,  1890,  was  29.2  ])er  cent;  the  amount  held  above 
requirements  was  therefore  23.2  per  cent. 

In  the  Eastern  States  of  Maine,  New  llamp.shire,  A’ermont,  Massa- 
chusett.s,  Khode  Island,  and  Connecticut  the  country  banks  held  10.7 
per  cent  at  that  time,  having  a surplus  of  only  4.7  ]ier  cent  above  the 
legal  requirements,  and  yet  they  held  8102,990,999  of  deposits  against 
843,009,999  of  deposits  of  the  four  lir.st-named  State.s,  and  the  other 
States  of  the  Union  are  classified  betiveen  those  two  extremes.  The 
average  of  the  sui'iilus  reserves  of  the  total  banks  in  the  United  States 
above  the  legal  requirements  Avere  0.0  per  cent  at  the  time  named. 

Mr.  Neavlands.  When  you  say  that  the  resei  A'es  of  the  national 
banks  are  inadeijuate,  do  you  mean  the  legal  re.serve  or  the  actual 
reserves  that  thev  have  ! 

Mr.  Gilman.  1 refer  in  this  to  the  lawful  money  reseiA'e. 

Air.  Spalding.  Kejit  in  Tin*  safe? 

Air.  Gilman.  Kept  in  the  safe. 

Air.  Neaa'LANDS.  Do  you  refer  to  the  amount  reijuired  by  laAv.or  the 
amount  that  they  actually  keep  on  hand,  if  the  amount  actually  kept 
on  hand  is  in  (*xcess  of  the  legal  reiiuirement,  as  inadeijuate .' 

Air.  Gilman.  Both  are  inadequate. 

Air.  Neavlands.  I understand  you  to  say  a Avithdrawal  of  0 percent 
of  the  l eserves  of  banks  for  hoarding 

The  Ciiairaian.  Deposits,  you  mean? 

Air.  Gilman.  Six  iier  cent  of  deposits. 

Air.  Neavlands  (continuing).  AVonld  cause  a ])anic? 

Air.  Gilman,  1 Avould  rather  put  it  in  this  way:  It  Avonld  put  the 
banks  in  a position  Avhere  they  Avould  not  be  able  to  discount  or  afford 
relief  to  the  business  community,  and  they  would  be  obliged  to  stop 
discounting  and  to  call  in  loans  to  repair  their  re.serAes. 

Air.  Neavland.s.  About  Avhat  are  the  total  deposits  in  the  banks  of 
this  country  according  to  your  understanding? 
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riie  Chairman.  Those  are  all  matters  of  statistics. 

Mr.  Ne\ylands.  1 know. 

.Mr.  G iLMAN.  I should  say,  according  to  the  report  of  the  Comptroller 
ot  the  Currency 

The  Chairman.  What  date? 

Mr.  Gilman.  October  0,  1806.  There  are  8,208  commercial  banks, 
iiuluding  national,  State,  and  private  banks,  which  had  deposits  of 
$1  ,rM3,0U0,000. 

Mr.  ISewlands.  Those  are  national  banks? 

Mr.  Gilman.  National,  State,  and  private  banks.  There  are  loan  and 
tr  ist  companies  and  savings  banks  in  addition  to  that,  making  9, 45(!  as 
a ;otal  number  of  banks  reporting,  having  at  that  time  85,()7o,000,000 
of  dei)osits. 

.Mr.  Newlands.  Now,  leaving  out  of  view  savings  banks  and  stating 
it  in  round  numbers,  it  would  be  about  .$4,000,000,000? 

.Mr.  Gilman.  The  commercial  banks,  which  are  the  ones  we  ought 
to  specially  regard,  have  $2,053,000,000  of  deposits. 

Mr.  Newlands.  Then  6 per  cent  of  that  would  be  $150,000,000, 
wiiuld  it  not? 

Mr.  Gilman.  One  hundred  and  fifty  million  dollars. 

Mr.  Newlands.  A withdrawal  of  $150,000,000  of  deposits  from  the 
bi  uks  would  create  this  condition  approaching  a panic? 

Mr.  Gilman.  Coder  the  strain  of  distre.ss,  not  under  the  ordinary 
01  erations  of  business.  There  is  a distinction. 

.Mr.  Newlands.  If  they  are  withdrawn  for  the  purpose  of  hoarding, 
d(  you  not  think  a panic  would  be  produced  by  the  withdrawal — you 
m ike  the  distinction,  I believe,  between  the  withdrawal  of  deposits  and 
re  lemption  of  the  cash  reserve  of  banks,  do  you  not? 

Mr.  Gilman.  Yes.  A closing  of  accounts  may  reduce  deposits  by 
w,  lat  is  equivalent  to  journal  entries,  without  payment  of  cash. 

Mr.  Newlands.  How  much  would  a reduction  of  $150,000,000  in 
dciiosits  indicate  a reduction  in  the  cash  reserve  of  banks? 

Mr.  Gilman.  About  G per  cent  of  deposits,  but  33  per  cent  of  the 
to  al  reserves. 

Mr.  Newlands.  If  the  deposits  were  reduced  $150,000,000  in  all  the 
banks  of  the  country,  what  amount  of  coin  reserves  would  that  mean 
w:  s withdrawn  from  the  banks  or  lawful  money  reserves  ? 

Mr.  Gilman.  That  would  be  determined  by  the  nature  of  the  with- 
dr  iwal.  If  there  were  simple  cross  entries  by  which  certain  accounts 
w<  re  closed  out  on  one  side  and  certain  other  accounts  were  closed  out 
on  the  other,  it  might  not  reipiire  any  transfer  of  money  ])articularly; 
bi  t if  that  reduction  was  caused  by  the  demand  of  interior  banks  to 
St:  engthen  their  reserves  or  a demand  arising  from  merchants  who 
desired  to  put  away  money  in  their  safe-deposit  vaults  for  the  purpose 
of  iiroviding  against  any  contingencies,  it  would  be  an  entirely  different 
matter,  and  0 per  cent  of  deposits  withdrawn  in  this  way  would  be  suf- 
ficient to  throw  the  whole  system  out  of  gear,  for  it  would  be  equal  to 
th  3 withdrawal  of  one  third  of  the  reserves. 

Mr.  Spalding.  New  York  went  through  something  like  that  about 
tv  o mouths  ago. 

Mr.  Newlands.  Do  you  not  think  there  ought  to  be  some  provision 
re  piiring  a larger  reserve  to  be  kept  by  banks? 

Mr.  Gilman.  I think  that  is  the  great  want  of  the  country  at  the 
pr  3sent  time  and  that  a reserve  can  be  provided  either  by  the  power  to 
iss  ue  a credit  currency  as  in  the  case  of  the  German  banks,  which  does 
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not  cost  anything,  it  is  nothing  but  the  legal  power,  or  it  can  be  pro- 
vided by  the  actual  putting  up  the  money.  A reserve  i»rovided  in 
either  way  affords  ample  protectioir  to  the  credit  system. 

The  Chairman.  Can  you  furnish  me,  and  if  so,  will  you  do  so,  the 
items  of  the  assets  and  liabilities  of  the  Bank  of  France  anywhere 
within  three  or  four  months  after  the  occupation  of  Paris  by  the  Ger- 
mans ? 

Mr.  Gilman.  I will  endeavor  to  do  that. 

[Subsequently  Mr.  Gilman  furnished  the  following  statement  con- 
cerning the  Bank  of  France.] 

As  requested,  L now  give  you  a statement  of  the  assets  and  liabil- 
ities of  the  Bank  of  France  under  three  dates,  June  3U,  1870,  Septem- 
ber 8,  1870,  which  was  the  last  rendered  under  the  Empire,  and  June 
29,  1871,  which  was  the  first  rendered  under  the  Kepublic.  Also  to 
assist  in  understanding  same,  I give  the  valuable  comments  thereon  of 
the  (London)  Economist  in  their  issue  of  July  8,  1871. 


THE  remarkable  ACCOUNTS  OF  THE  BANK  OF  FRANCE. 

The  accounts  which  the  Bank  of  France  has  this  week  again  for  the 
first  time  since  September  begun  to  publish,  are  perhaps  the  most 
remarkable  bank  accounts  whicli  have  appeared.  They  represent  the 
effects  of  a greater  destruction  in  the  political  elements  of  credit  (tak- 
ing the  war  and  the  civil  commotion  together)  than  have  ever  been 
known  since  banking  became  a trade,  and  that  effect  has  been  shown 
by  the  accounts  of  a bank  much  larger  and  stronger  than  any 
which  has  ever  before  been  subjected  to  an  etjual  or  an  analogous 
experience. 

The  most  important  fact  is  that  after  all  the  calamities  which  have 
haiipened.  even  now  the  Bank  of  France  can  not  be  said  to  stand  at  all 
badly,  if  we  take  due  account  of  its  peculiar  position  and  circumstances. 
Of  course  the  liabilities  of  a bank  which  has  been  required  by  its  Gov- 
ernment to  suspend  sjiecie  payments,  and  which  pays  its  outgoings  in 
its  own  inconvertible  paper,  are  for  the  ju’esent  only  nominal;  they 
would  only  bei'ome  real  if  specie  payments  were  resumed.  But  if  specie 
payments  were  resumed  and  if  the  liabilities  of  the  Bank  of  France  in 
consequence  became  real,  these  are  what  they  would  be: 


Notes  aud  drafts  in  eircnlation i.'8d,  985.  000 

Puldic  deposits 5.631,000 

Private  deposits 22.246.000 


Total 


117,  862,  (H  iO 


and  the  reserve  would  be  nearly  £22,090,090,  or  very  nearly  one  fifth. 
Aud  this  is  really  a very  large  reserve  for  a country  like  France  where 
banking  is  very  little  developed. 

It  is  certainly  a much  larger  ])roportionate  reserve  than  exists  in  this 
country  (England).  The  iieculiar  provision  of  Peel’s  act,  which  sep- 
arates the  banking  from  the  currency  reserve,  makes  a comparison  with 
any  other  country  always  difficult,  since  no  other  country  has  any  cor- 
re.sponding  eircnlation.  But  if  we  take  the  banking  liabilities  of  six 
joint-stock  banks  only,  and  remember  that  the  reserves  of  notes  and 
coin  in  the  Bank  of  England  is  the  only  store  of  actual  cash  which 
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Knglaud  possc.sse.s  to  meet  tlie  banking  liabilities  of  these  banks  ami 
( theis,  Ave  timl : 

J aul'huj  rtabiliiietf  of  th<  I Uni  k of  Juighnid  tntd  kLi-  Loudon  joiiit-siovk  hunks  Ihrtmher 

lS7fK 

] auk  of  I'ujilaml: 

i'ulilii- tii‘jiobit8 £0,286,000 

Private  depo'^its (>00 

Seveii-day  anil  other  hills: 750.0(H) 

27,  51!>.  (KH) 

1 ondou  and  Westminster  Hank 22.  800,*000 

J ondon  ,loint  Stock  Hank 17.  :n5.  000 

I oioii 15.413.000 

1 ondon  and  County  Hank 16,  "HIO,  (X)0 

( ity  Hank ' 4,274,000 

( oiisoliilated  Hank 2.  406,000 

106,  102,000 

Aiui  the  reserve  of  notes  in  the  banking  de]»aitnient  is  £12,574,000^ 
o*  12  per  cent  of  tlie  banking*  liabilities.  Or  if  we  inelude  tlie  bank- 
1 ote  circulation  and  make  the  IJank  of  England  accounts  up  into  the 
^ old  form,'-  as  it  has  now  for  so  many  years  beer  called,  the  account  is — 

LiahlUties,  Inolnd'nuj  circnhition  of  Hunk  of  Hnylaiid. 

1 link  of  F.nijlaml,  eirculation  ami  deposits jC51.  <'00 

1 omlon  and  Westminster  Bank ‘22,  ktio,  Odd 

1 ondon  .loint  Stock  Bank J7,  3ir>,  000 

I nion  Bank l.o,  413,000 

J ondon  and  County  Bank 10.  .506.  000 

( ity  Bank 4,374,000 

( onsolidated  Bank 2,  lOOiOOO 

Total 130, 3S5,  000 

I ud  coia  and  bullion  in  both  departments  is  £211,383,000,  or  1 7 per  cent 
( f the  entire  liabilities,  whether  of  banking-  or  of  circulation. 

In, -both  cases,  ivlien  we  inelude  only  .six  joint  stock  banks,  we  lind 
taatwbe  ratio  of  the  Euglisli  reserve  to  the  English  liabilities  is  less 
t ban  that  of  the  French  reserve  to  the  French  lialjility ; and  the  liabili- 
t es  of  these  six  banks  are  only  an  iutinitesimal  small  part  of  the  lia- 
1 ilities  of  England.  If  we  could  give  all  the  liabilities  of  the  private 
tanks — all  the  liabilities  of  tlie  Engli.sh  country  bankers,  Avhether  on 
ceposits  or  circulation — and  all  those  of  Irish  and  Scotch  bankers,  we 
s lould  have  a most  formidable  total.  Broadly  speaking,  the  reserve  in 
t le  Bank  of  England  is  the  only  reserve  (except  the  cash  in  the  till  and 
t le  comparatively  small  sums  kejit  in  Scotland  and  Ireland  in  conformity 
-V  itli  the  act  of  1845)  which  is  held  against  it ; but  the  Ereneh  liabilities 
t utside  of  the  Bank  of  France  are,  in  eomparison,  very  trifling,  so  that 
A e are  left  Avith  the  great  and  strange  result  that  after  the  iimision  and 
sfter  the  civil  war  the  credit  system  of  France  rests  on  a larger  basis  of 
c ish  and  is  supported  by  a far  larger  percentage  of  reseiwe  to  liabilities 
t jan  our  English  credit  system,  though  the  latter  is  in  its  ordinary  state 
and  has  not  been  tested  by  either  invasion  or  internal  couA’idsion. 

The  imineipal  reason  of  the  remarkable  pre.sent  strength  of  the  Bank 
cf  France  is  its  unparalleled  strength  la.st  year.  At  tliat  time  its 
1 abilities  Avere — 

> ores  ami  drafts £59,  58$,  000 

1 ii'dic  deposit.s 7.  031,  000 

1 riviite  dejiosits 17.  sOl.  000 

84.  483.  000 
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and  its  bullion  and  .specie  nearly  £.52, 000, <100.  or  02  per  cent  of  its  lia- 
bilities, Probably  never  since  banking  lias  liecoine  a trade,  at  least 
lias  taken  its  modern  form  of  a receipt  of  ileposits  and  an  i.ssiie  of 
promis.sory  paper,  lias  any  bank  held  so  large  a proiiortioii  of  cnsh 
reserve  to  its  eunent  liabilities  as  the  Bank  of  France  last  year  held. 
Most  fortunately  these  strange  and  uniireeedented  jiolifical  calamities 
attacked  the  bank  at  a period  of  exceptional  strength,  and  therefore  it 
lias  lieen  able  to  surmount  them  so  easily  and  to  stand  so  Avell  at  last. 

The  next  most  remarkable  point — indeed,  in  one  sense  the  most 
remarkable  of  all,  for  it  is  (piite  new  and  has  never  been  stated  betbre — 
is  that  the  advances  to  the  trading  community  of  France  have  dimin- 
ished. In  September,  in  the  last  account  Avhich  Avas  published  till  now, 
the  discounts  had  risen  to  £(i  l, 000,000,  wliile  they  are  now  £30,317,000, 
showing  a reduction  of  nearly  half  since  September,  yotliingcan  speak 
more  conclusiA’^ely  for  the  substantial  soundness,  both  of  the  bnsiiiess 
of  the  Bank  of  France  and  of  French  commerce  in  general,  than  that  it 
should  liaA' e been  possible  for  the  bank  to  obtain  and  for  the  community 
to  make  tiiis  immense  repayment. 

The  immense  augmentation  in  the  paper  circulation  Avas  obvious,  Avas 
known  before  the  publication  of  the  accounts,  and  lias  therefore  been 
mucli  discussed.  There  is  an  iraiiortant  iioint  on  AA’hicli  it  is  desirable 
that  opinions  should  be  clear. 

As  yet  the  issue  of  bank  notes  by  the  Bank  of  France  during  the 
invasion  has  been  like  the  issue  of  bank  notes  by  the  Bank  of  England 
in  a iianic  and  after  the  suspension  of  Peel’s  act.  In  such  cases  Avith 
us  a great  auxiliary  circulation  of  cheeks  is  on  a sudden  rendered  less 
efficient  than  usual  and  requires  at  the  same  moment  a greater  support 
of  bank  notes  or  coin  than  usual.  Consequently  at  that  moment  of 
fear  an  issue  of  bank  notes  can  occur  Avitliout  depreciation.  -Inst  so  in 
France.  The  metallic  circulation  lias  lately  been  largely  hoarded,  and 
therefore  the  paper  circulation  is  needed  to  take  its  place,  ami  has 
taken  it  without  being  depreciated.  But  soon  these  hoarded  sums  of 
metallic  money  Avill  come  forth — some  are  iioav  being  sent  forth  on 
account  of  the  loan — and  it  is  not  A’ery  easy  to  see  Iioav,  if  the  metallic 
money  comes  out,  the  paper  money  can  remain  as  large  as  it  is  without 
falling  eomsiderably  in  value. 

The  enormous  augmentation  of  the  loan  by  the  Bank  of  France  to 
the  French  Cxoverninent  Avas  a nece.ssity  in  their  position,  Tliey  obtained 
the  means  to  make  it  iiartly  by  diminishing  their  bullion,  but  mainly  by 
an  augmentation  of  paper  currency  Avliicli  they  could  not  have  obtained 
without  the  leave  of  the  Government.  And  as  the  Government  gave 
that  leave  they  were  right  to  obtain  the  principal  beiietit  from  it. 

The  Bank  of  France  is  an  institution  entirely  opposed  to  all  English 
ideas.  Tlie  governor  and  deputy  governor  are  aiqiointed  by  the  State, 
and  they  are,  in  fact,  suiireme  in  the  bank.  And  tlie  intervention  of  the 
executive  GoA'ernmeiit  in  banking  is  ojiposed  to  established  opinion 
and  to  sound  political  economy,  lint  this  much,  at  least,  may  be  said: 
If  the  State  in  any  country  begins  to  foster  banking  it  should  do  .so  in 
such  a manner  as  to  have  a perfect  control  over  the  banking  Avhich  it 
fosters. 

The  French  Government  did  not,  like  tlie  Government  of  India  Avith 
the  old  Bombay  Bank,  giA  C the  credit  of  its  sanction  to  a bank  over 
which  it  had  no  control.  It  took  absolute  autliority  OAer  the  bank,  and 
by  means  of  a council  of  skilled  regents  it  is  enabled  to  exercise  this 
authority  fairly.  This  may  not  be  as  good  a system  in  which  deposit 
banking,  at  any  rate,  is  (q)en  to  all  the  world,  but  it  is  the  next  best 
substitute  for  it.  And  at  the  moment  of  this  disastrous  invasion  it  has 
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enabled  the  State  and  the  bank  to  cooperate  and  to  aid  one  another  in 
a singular  and  felicitous  manner. 


Bank  of  France  accounts. 


June  30, 
1870. 

Sept.  8, 1870. 

June  29, 
1871. 

LIABILITIES. 

Capital 

£7,  300,  000 
1,320,  000 
59,  588,  000 
7. 031.000 
17,  804, 000 

£7,  300,  000 
1,326,  000 
73, 193, 000 
7,151.000 
18,  820, 000 

£7,  300,000 

1.334.000 
89,  985, 000 

5,  631,  000 
22,216, 000 

1.040. 000 

Profits  and  reserve 

Kotes  in  circulation  and  drafts  on  provinces 

Public  deposits 

Private  deiKisits 

Keeerve  tor  liquidation  of  three  branches 

Total 

93, 109, 000 

107,  790, 000 

127,  536, 000 

ASSETS. 

Cash  and  bullion 

51.900. 000 

30.315. 000 

32,  320, 000 
64.  250, 000 

21,  994, 000 
21,462,000 
14. 855,  000 
9,  782, 000 
47,  720, 090 
8, 400,  000 
3, 324,  000 

Private  securities 

Postponed  bills 

Government  securities 

10, 142,  000 

10, 142,  000 

Treasury  obligations 

Advances  to  citv  of  Paris 

Property  of  the  bank,  sundries,  etc 

Total 

751,  000 

1.  078, 000 

QQ  IHQ  nnn  i -iat  'taa  aaa 

127, 537, 000 

The  Chairman.  Can  you  give  me,  and  will  you  do  so,  either  a copy 
of  or  information  as  to  where  I can  find  the  speech  of  Mr.  Goschen  in 

January,  1890  or  1891,  concerning  the  financial  condition  of  the  Bank 
of  England? 

Mr.  Gilman.  Yes,  sir;  Mr.  Goschen’s  speech  is  discussed  and  quoted 
in  a pamphlet  wiitteu  by  S.  F.  Hopkinson,  the  Leeds  proposal  aud  the 
answer  from  liondon. 

The  Chairman.  The  securities,  as  you  call  them,  that  would  be 
pledged  by  the  bank  to  the  clearing  house  for  the  currency  that  the 
clearing  house  furnishes  the  bank  would  be  the  ordinary  securities  or 
notes  that  it  took  in  its  regular  way  of  business  as  a bank? 

Mr.  Gilman.  Yes,  sir. 

The  Chairman.  When  a bank  issues  curi’ency  directly  against  its 
assets,  as  is  done  in  France  and  Germany  and  was  done  under  the  old 
Suflolk  system  and  under  the  old  State  bank  system,  it  issues  it  against 
these  very  securities  that  under  your  system  it  issues? 

Mr.  Gilman.  Yes,  sir;  the  only  diftereuce  being  that  in  one  case 
there  is  the  actual  pledge  of  the  assets  in  the  hands  of  a trustee  to 
secure  the  clearing-house  currency,  and  there  is  no  such  pledge  when 
the  notes  are  issued  against  the  assets  in  their  own  hands.  In  France 
the  privilege  of  note  issue  is  given  to  one  bank,  and  in  Germany  to 
about  six.  To  give  the  same  privilege  in  our  country  to  3,000  banks 
would  not  follow  their  example,  aud  would  invite  disaster.  Currency 
was  not  issued  under  the  Suflolk  system;  that  was  only  a method  of 
redemption. 

The  Chairman.  Then  the  only  diflereuce  is  in  the  distinction  and 
positive  pledge  of  specific  assets  of  a bank  placed  in  the  hands  of  the 
second  party,  rather  than  the  whole  assets  of  the  banks  remaining  in  the 
hands  of  the  banks  as  against  the  notes  it  issues  when  the  law  gives  a 
first  lien  on  all  the  assets  of  the  bank  and  its  stockholders  aud  the  lia- 
bility of  the  assessment  of  the  stockholders  as  security  for  the  currency? 

Mr.  Gilman.  Yes,  sir;  that  is  the  difference,  and  the  liability  to  a lack 
of  confidence.  I will  say  the  confidence  comes  in  just  at  that  point. 
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incorporation  of  clearing  houses. 
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This  describes  the  method.  The  object  is  to  make  the  banks  sustain 
their  customers  as  well  as  derive  a profit  from  them.  This  they  do  by 
turning  to  the  clearing  house  to  find  the  remedy  for  a bank  crisis, 
instead  of  throwing  the  whole  pressure  on  the  mercantile  community, 
to  use  the  words  of  Xathaii  Appleton.  The  result  is  that  cooperation 
is  thus  established,  which  prevents  the  interests  of  the  banks  from 
being  at  variance  Avith  the  interests  of  the  people.  A secured  currency 
with  a cooperative  system  will  produce  stability,  and  an  unsecured  cur- 
rency, whether  under  the  Suflolk  system  or  any  other,  will  produce 
panics. 

Thereupon  the  committee  adjourned, 
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